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PREFACE 

A HURRIED glance at the bookshelves of any well-stocked 
financial library will convince a casual reader that there is 
no shortage of books dealing with practical banking Why, 
it may be asked, has another been added to the number ? 
My explanation is that I intend this book to fill an nn- 
poitant gap which at present exists in the literature of the 
banking business — a gap existing because no description 
has been written within recent times of the work of an 
English bank as a person would see it from within 
So many books have been written on banking which 
treat the subject as a branch of economic science that the 
practical problems connected with the business of banking 
in this country are frequently lost sight of It is true that 
many such books are never intended to be read by persons 
interested in bankmg from the business standpoint, for, 
although desciibed as treatises on practical banking, they 
aie little more than textbooks of book-keepmg and com- 
mercial law written by persons who have never been engaged 
in a bank I do not wish to find fault with such books or 
disparage their authors I think such books fulfil the 
purpose for which they aie mtended, namely, as textbooks 
foi those who are entering for examinations where a know- 
ledge of bankmg in its broader and general aspects is 
required as part of the study of economics I would point 
out, however, that theie exists nothing at piesent which 
will give a bank man, who already has had some experi- 
ence of bank life, a more complete xiew of the work earned 
out by the t5rpe of institution in which he is employed I 
am convinced that there are a large number of men engaged 
m banks who have no aptitude for passing examinations 
and would not enter for examinations if they had, yet who 
would hke to have a better knowledge of the business by 
which they live, if it were easily available for them to read 
and they were not obliged to pick out any piactical instruc- 
tion m then business from a runss of facts relating to law and 
ireonomics with which they do not wish to have any concern 
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This book IS intended to be useful also to those who ate 
entering for the examinations of the Institute of Bankers 
The examinations of the Institute of Bankers are designed 
to test the knowledge of bankmen in then business The 
questions set are specific and cannot be answeied without 
definite knowledge gained either from practical experience 
in a bank oi by close and attentive reading From time 
to time opmions have been expressed that preparation for 
the examinations of the Institute of Bankers does not make 
a man know anything moie about his work, and since most 
of the banks now give some kind of giatuity to members of 
their staffs for passing, it is not unnatural that the manage- 
ment of the banks should insist that the examinations shall 
be a test of practical knowledge A man employed in the 
head office or some pait of the organization of a large pint 
stock bank under present conditions gets to know veiy 
little of the work of other departments, and consequently 
it is extiemely difficult for a young man of nineteen or 
twenty (the usual age at which candidates entei for the 
Institute’s examinations) to gain sufficient practical ex- 
perience of his business to enable him to pass on the 
strength of his practical experience alone To make up 
foi his lack of experience the only course open for him is to 
read up what he can of the practical details of present-day 
banking But where is he likely to read what he is supposed 
to know 5 In the past a number of very excellent treatises 
were written, such as J W Gilbait’s Practical Treatise on 
Banking and George Rae’s Country Banker These woiks 
can still be read with profit for the sake of the insight of the 
authors into the details of their business, yet as textbooks 
of banking procedure of the present day such books are now 
completely out of date Though I hardly expect this book 
to become (like George Rae’s Country Banker) a business 
classic to be read by generations of biismess men for all 
tmie I do hope that it will supply the want that un- 
doubtedly exists at the present day for a book that will 
bung the older books up to date 

In the United States of America it is a common practice 
for a bank to engage a business expert to come into its 
service and write a full account of the operation of its 
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departments, which, description is made available for the 
information of its staff and can be obtained by the general 
pubhc if they are mterested An American bank is very 
proud of its systems , it certainly does not hide its light 
under a bushel In this way many veiy excellent accounts 
have been written of the working of particular American 
banking institutions, and these are sold by the banks at a 
nommal price that barely covers the cost of production 

Enghsh banks are moie conservative, and would probably 
never allow a person from outside to come into their service 
for the purpose of describing their methods When I was 
privileged to be a visitor of the National City Bank, New 
Yoik, and the Bankers’ Trust, New York, I was constantly 
asked by my American banking fi lends to recommend them 
a book that would explain English bank operation from the 
pomt of view of an American banker anxious to do busmess 
with an English bank, and willing to take some pams to 
understand his correspondent’s methods Except foi Dr 
J F Dsms’s Bank Organization, Management, and AcLOunts, 
I do not think one attempt has been made to describe the 
organization of an Enghsh bank fiom begmning to end 
Accordingly, I hope that this book wiU assist American 
readers in the same way that my book on American Banking 
Methods was intended for the information largely of English 
bankmen 

I take this opportunity of expressing my thanks for the 
kind assistance leceived from many members of the staff 
of my bank, and also to the Chief Inspector of the Clearing 
House for allowing me to take the photo of the interior 
of that building, a privilege, I understand, that has never 
been granted to anyone before 

L LE M MINTY 

Fairlight, Ravehsbourne Park, 

Catford, London, S E 6 
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CHAPTER I 

DEFINITION OF A BANK— INCORPORWION AND 
CLASSIFICATION OF BANKS 

It is not possible to give a precise legal definition of what 
constitutes a bank under Enghsh law as Enghsh law now 
stands 

In most countries the position is reasonably clear because 
the legislature has both defined what class of business banks 
can legally undertake and passed special measures for their 
adequate supervision In the U S A , for instance, a bank 
must either seek mcoiporation under the provisions of the 
National Bank Acts and conform to the laws of Federal 
Congress, or be organized under state law and be subject 
to state supervision In Canada any institution calhng 
itself a bank must be chartered under the provisions of the 
Canadian Bank Act, and no institution not so chartered is 
at liberty to caU itself a bank In England there is no 
special branch of legislation which governs exclusively the 
incorporation of banks and their duties to the pubhc In 
most other countries the term " bankmg law ” means the 
laws which have been passed for the organization, manage- 
ment, and supervision of banks, and which do not apply to 
other classes of business The term " banking law ” in 
England marks no such sharp division , it is a vague term 
used to express that portion of the law of England that 
governs most of the transactions of a bank with its 
customers, the law of negotiable instruments, bankruptcy, 
guarantee, set off, and so forth It is just a matter of choice 
what ought to be included^ Accordingly, all one can do in 
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attempting to give an answer to the question “ What is a 
bank?” is to enumerate the various classes of business 
ordmarily undertaken by a bank and say that if the par- 
ticular institution one is considering undertakes a number of 
these duties or the principal of them, it is entitled to call 
itself a bank if it so chooses 

What IS a Bank ? 

It IS true there are several Acts, such as the BiUs of 
Exchange Act, 1882, Sections 60, 80, and 82, and the 
Bankruptcy Act, 1914, Section 47, that contain provisions 
relatmg exclusively to banks and one would expect these 
Acts to contam some adequate definition of a bank and a 
banker 

As a matter of fact the point is deliberately evaded 
Section 2 of the Bills of Exchange Act, 1882, says “ banker ” 
includes " a body of persons whether incorporated or not 
who carry on the busmess of banking *' Again, Section 6 of 
the Moneylenders Act of 1900 provides “The expression 
moneylender m this Act shall include every person whose 
busmess is that of moneylendmg — ^but shall not include, 
int&r aha (d) any person bo)ia fide carrying on the busmess of 
bankmg or insurance or bona fide carrying on any business 
not having for its pnmary object the lendmg of money, 
m the course of which and for the purposes whereof, he lends 
money ” Many other mstances could be given where the 
task of close definition has been dehberately evaded When 
we turn to case-made law and the oUta dicta of judges, we 
are likewise unable to find that any geneial principles have 
so far been laid down as to how a bank should be defined 
Probably the action winch illustrates best the inability 
to define what is a bank is the case of Todd v World of 
Finance Syndicate, Ltd HereW T Todd, as propnetor of 
the John Bull Bank, sued the World of Finance, Ltd , and 
H J Stephens, editor of the with reference 

to articles that had appeared in that newspaper cnticizing 
the management of the John *81111 Bank In evidence 
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plaintiff stated that he started business in the City about 
1890, and m 1905 was made bankrupt in connection with 
some undeiwntmg but he subsequently obtamed his 
discharge He was registered as a moneylender after his 
discharge from banltruptcy, but later relinqmshed the 
registration The day after he rehnqmshed registration he 
began carrying on business as a banker 

One of the passages complamed of stated that the John 
Bull Bank was not a bank This brought up the question 
of what IS a bank Various attempts were made to trace 
a definition from the etjrmology of the word " bank,” 
meanmg the " bank ” or bench upon which the onginal 
Lombard money-changers did their business, counsel for 
the plaintiff remarlung that there was a bank in the garden 
of Eden Mr Justice Darling replied that there was once 
a bank on which the " wild thyme " was accustomed to 
grow but it had nothing to do with the case Mr Frederick 
Straker, Assistant General Manager of the London and 
South Western Bank, in evidence for the defendants, stated 
that the methods of the John Bull Bank were not those 
ordinarily adopted by joint stock banks Beyond this 
lathei uncertain test no one could lay down any general 
pnnciples as to how a bank should be defined in law and 
practice 

The other important case within recent years was the 
case of In re Btrkbeck Permanent Benefit Bmldtng Society, 
igi2, 2 Ch 183 (and sub nom Sinclair v Brougham, 1914, 
A C 398) The Bnkbeck Bmlding Society, in addition to 
its ordinary business as a building society, received money 
on deposit from shareholders and the public generally 
This branch of its business had grown into a large branch 
bank known as the Birkbeck Bank In holding that the 
banking business was ultra vires, Mr Justice Neville 
observed “ It is said that a society having an unlimited 
power to borrow, accompanied by a power to invest surplus 
funds, has all the powers necessary for carrying on a banking 
business It appears to me, however, that borrowmg and 
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investing are but two branches of a banking business and 
that a building society conducting a banking business in all 
Its branches, including the discounting of bills, is conducting 
a business quite foreign to the business of a building 
society ” 

Although a banker, if he is wise, will not run the nsk of 
being mulcted in damages for libel if he states a ceitain 
institution holding itself out to be a bank is not a bank, he 
usually has not much difficulty in deciding the point in his 
own mind and adjusts his conduct towards it accordingly 
The majonty of concerns that hold themselves out to be 
banks take money on deposit payable on demand, and this 
is generally considered to be the essential feature of banking 
Thus Mr Heber Hart defines a banker as one " who in the 
ordinary course of his business honours cheques drawn upon 
him by persons from and for whom he receives money on 
current accounts ” One may also be fairly confident in 
one’s own mind that a bank which wiU lend money on a 
fur coat or porcelain vase, or publishes “ puff ” adveitise- 
ments of its business in shady financial journals, is not a 
bank doing a legitimate business even though it may call 
itself a bank and have a clearmg agent 

Incorporation of Banks under the Companies 
(Consolidation) Act, 1908. 

Unlike the banking laws of other countnes, the law of 
England makes no special distinction between banks and 
other companies in the way they shall be incorporated and 
managed A banking company is incorporated in England 
under the provisions of the Companies (Consohdation) Act 
of 1908, and there are not many provisions in this Act that 
relate to banks and not to other companies The most 
important proMsions that relate exclusively to banks are — 

(i) Section I provides that " No company, association, 
or partnership consisting of more than ten peisons shall he 
formed for the purpose of carrying on the business of 
banking unless it is registered as a company under this 
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Act, or IS formed in pursuance of some Act of Parliament, or 
of letters patent ” Tins is a provision that has been 
carried forward from previous Acts Until 1826 the Bank 
of England was considered under the teims of its charter 
to have a monopoly of ]omt stock banking and no partner- 
ship of more than six persons was allowed to be constituted 
for carrying on bankmg business The law of 1826 that 
allowed ]Oint stock banks within sixty-five miles of London 
did not relax this provision against bankmg partnerships in 
London The restriction upon the number of partners in a 
bankmg partnership to ten has been continued evei since 
although the hmit of partners allowed in other partnerships 
is twenty 

(2) Undei Section 251, a bank registered under the Act 
as a limited company is not entitled to hmited liabfiity in 
respect of its notes Since the amalgamation of the firm of 
Fox, Fowlei & Co with Lloyds in 1921, the Bank of 
England has obtained a monopoly of note issue in England, 
and the Section has now no meaning Theie are, besides 
the Bank of England, four other English banks that issue 
notes the Guernsey Bankmg Company,^ the Isle of Man 
Banking Company, the Lancashire and Yorkshire Bank, 
and the Westminster Bank The issue of the first is 
subject to the laws of the Channel Islands and the issues of 
the other three to the laws of the Isle of Man These 
islands, although they are so close to the coast of England, 
still preserve their own laws and systems of taxation 

(3) Under Section 113 (Subsection 5), it is provided that 
" in the case of a banking company registered after 15th 
August, 1879, if the company has bianch banks beyond the 
limits of Europe, it shall be sufficient if the auditor is 
allowed access to such copies of and extracts fiom the 
books and accounts of any such branch as have been 
transmitted to the head office of the company m the United 
Kingdom, and the balance sheet must be signed by the 
secretary or manager (if any) and where theie are more 

' Now amalgamated with the National Provincial Bank, Ltd 
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than three directors of the company at least three of those 
directors, and where there are not more than three directors, 
by all the directors ” 

(4) Under the provisions of Section 108, " every limited 
banking company or an insurance company or a deposit, 
provident, or benefit society shall before it commences 
business and also on the first Monday in February and the 
first Tuesday in August in every year during which it 
carnes on business, make a statement in form marked C 
in the first schedule of the Act, and exhibit the statement 
in every one of its branches and be prepared to let any 
member or creditor of the company have a copy on payment 
of a sum not exceedmg sixpence ” The Section in addition 
enacts various penalties on the company and its officers for 
failing to observe its provisions 

(5) A bank in existence before 7th August, 1862, with 
unlimited habdity registenng as a company with hmited 
liability under the present Act must, m accordance with 
Section 256, give thirty days’ notice of its mtention to 
register to every person havmg an account with it If it 
fails to do so the registration of limited liabihty has no 
effect as between the bank and the customers who have not 
had notice 

Glassification of Banks According to their 
Method of Incorporation. 

If one attempts to estabhsh a classification of banks 
according to their corporate character and liabilities, one 
must notice the following distinct types — 

(i) BA.NKS Established by Royal Chartee The 
Bank of England is the most remarkable example of a 
bank organized under the terms of an Act of Parhament 
and a charter from the Crown The last bank to be so 
incorporated was the British Trade Corporation, organized 
in 1917 under a Royal Charter for sixty years There are 
not many banks organized under charters, however, 
although before the estabhshihent of self-government m 
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the British dominions it was common for a bank to be 
mcorporated under the terms of a charter m England to 
do business m a Crown colony Thus the Chartered Bank 
of India, Australia and China was incorporated in 1853 by 
Royal Charter It has its head office in London and does 
most of its business m the colonies In spite of its title it 
has never had any branches in Australia Since the growth 
of self-government in the British domimons it is now the 
more usual course to incorporate a colonial bank under the 
company laws of the dommion, or, if it is to be a semi-state 
institution for the colony, under an Act of a dominion 
Parliament Thus the Commonwealth Bank of Austraha 
IS mcorporated under the Commonwealth Bank Act of 1911. 

(2) Banks with Unlimited Liability There were, 
till recently, several bankmg companies formed under the 
Statute of 7 George IV, c 46 Such bankmg companies 
must have been established before 1844, and the Act still 
apphed unless registration had taken place imder the 
Companies Acts The failure of the City of Glasgow Bank 
in 1878, and the loss to small shareholders in a bank with 
unhnuted habihty, led to the passmg of the Act of 1879 
under which companies weie enabled to register them- 
selves with hmited liability Accordingly, since the Bank 
of England has a monopoly of note issue, it is extremely 
rare to find a bank with unlimited habihty Cox & Co 
was, however, an instance Ongmally a bankmg partner- 
ship datmg back to 1758, Cox & Co was registered as a 
pnvate company with unlimited habihty m 1909 

(3) Joint Stock Banks with Limited Liability Al- 
though the leading banks of to-day were all formed pre- 
viously to the Companies Acts, which allowed banks to 
incorporate with limited habihty, nearly all joint stock 
banks have since registered themselves with hmited 
habihty imder the present or previous Acts Every 
company incorporated with hmited hability must, under 
the provisions of Section 3 (Subsection i) of the 1908 
Act, include the word “ Limited ” as the last word in its 

2— (1926) 
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name, in the same way that national banks in the USA 
are obhged to include the word " National ” Which are 
and which are not hmited companies can easily be veiified 
by seeing whether the word “ Limited " or the abbreviation 
“ Ltd ” appears at the end of their titles 
Inspection of the Bankers’ Almanack or reference to any 
other hst of Enghsh hanks will show that the great ma]onty 
are companies registered with hmited liabihty 
(4) Banking Partnerships and Private Companies 
These are bankmg partnerships consisting of not more than 
ten persons or private companies with or without limited 
liabihty registered under the provisions of Section 121 of 
the Companies (Consohdation) Act of 1908, and the 
Companies Act of 1913 A pnvate company as defined by 
Section 121 of the former Act, as amended by the 1913 Act, 
IS one which — 

[a] Restncts the nght to transfer its shaies , ^ and 
(&) Limits the number of its members (exclusive of 
persons who are m the emplo3ment of the company and 
of persons who, havmg been formerly m the employment 
of the company were, while in such emplo3mient, and have 
contmued after the determination of such employment, to 
be members of the company) to fifty , and 
(c) Prohibits any invitation to the public to subscribe 
for any shares or debentures of the company 
The foUowmg are examples of pnvate compames with 
unhmited habdity Child & Co , a firm which has existed 
so long that the date of its foundation is unknown , Coutts 
& Co , another very ancient banking partneiship which 
registered itself as a company with unlimited liability 
under the Act of 1892 The share capital was bought by 
the National Provincial Bank, Ltd , m 1919, but it still 
keeps its separate corporate existence and the relationship 
of the N ational Provincial Bank is one of a holdmg company , 
Glyn MiUs & Co is a partnership dating back to the middle 

' For an example of such a restriction on the transfer of shares 
see page 39 



DEFINITION OF A BANK 


9 


of the eighteenth century , Chas Hoare & Co , another old 
partnership, is said to have been founded in 1673, although 
the date is uncertain 

(5) Banks Limited by Guarantee There is a certain 
class of company provided for by Sections 4 and 21 of the 
Companies (Consohdation) Act which may or may not have 
any share capital, but the habilities of which are guaranteed 
by its members up to a certain amount as fixed by its 
Memorandum and Articles of Association This form of 
incorporation is not uncommon in the case of subsidiary 
industrial companies promoted by parent holdingcompanies 
It is extremely uncommon in the case of banks The only 
instance of such a bank formed in recent times was the 
Commercial Mutual Credit Bank, registered 15th January, 
1919 According to the Siock Exchange Year Book for 
1922 it had no capital, and at December, 1920, there was a 
credit on Profit and Loss Account of and a reserve 
fund of £60 It is now m liquidation 

(6) B4.NKS Incorporated under the Laws of the 
Channel Islands and the Isle of Man To complete 
the classification it is right to mention that there are several 
small banks incorporated under the Companies Acts of the 
Isle of Man and the Channel Islands These are the Isle 
of Man Banking Co , Ltd , incorporated 111 1863 in the Isle 
of Man, the Guernsey Banking Co , Ltd , mcoiporated in 
Guernsey in 1827, and the Guernsey Commercial Banking 
Co , Ltd , mcorporated in 1835 and registered with limited 
habihty under the Guernsey laws in 1912 



CHAPTER II 

TYPES OF ENGLISH FINANCIAL INSTITUTIONS 

The vanous kinds of English financial institutions will now 
be dealt with 

THE CLASSIFICATION OF BANKS ACCORDING TO 

THE CLASS OF BUSINESS THEY UNDERTAKE 

The classification of banks according to their corporate 
character does not necessanly also mark the division in 
their functions Broadly speaking, the following tjrpes of 
financial institutions wiU be found operating in London — 

(1) The Bank of England 

(2) The ]oint stock banks, now so reduced in numbers 
that they are commonly spoken of as the " Big Five ” 

(3) The country banks 

(4) The private banks 

(5) The colonial banks 

(6) The agencies of the foreign banks 

(7) The merchant bankers 

(8) The bill brokers 

(9) The issue houses, the investment trusts and institu- 
tions founded for a specific purpose, eg the British 
Shareholders Trust, the Council of Foreign Bondholders, the 
Bntish Overseas Bank, the Bntish Trade Corporation, etc 

The Bank of England. 

So much has been wntten on the history of the Bank of 
England that it would be out of place to repeat any con- 
siderable portion here The Bank of England was formed 
in 1694 by Act of Parliament and charter from the Crown 
for the purpose of raising for the Government a loan of 
£1,200,000 at 8 per cent It was ongmally intended that 
the Bank should, m return for its assistance to the Govern- 
ment, have an absolute monopoly of joint stock banking, 
and the Act of 1697 declared that no corporation of the 
nature of a bank was to be estabhshed thereafter by Act 
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of Parliament The intention of the Act was evaded by 
various companies formed for totally different purposes, 
such as the Company of Mine Adventurers of England and 
in 1709 the Act which renewed the Bank’s charter recited 
" that dunng the continuance of the said corporation of the 
Governor and Company of the Bank of England, it shall 
not be lawful for any other persons whatsoever, umted or 
to be united m covenants or partnerships, exceeding the 
number of six persons, m that part of Great Bntam called 
England, to borrow, owe, or take up any sum or sums of 
money on their bills or notes payable at demand, or at any 
time less than six months from the borrowmg thereof ” 
This provision agamst the issue of notes by companies was 
repeated in later charters At that time the issue of notes 
was considered the essential feature of banking and the 
provision was deemed sufficient to maintain the monopoly 
of the Bank of England against other companies It did 
not prevent the issue of notes by private partnerships 
consisting of not more than six members and hundreds of 
these sprang up all over the country, the majority of which 
issued notes and were subject to no legal regulation of 
their reserves 

Until 1826 the Bank of England preserved its monopoly 
of jomt stock banking because it had never hitherto been 
questioned whether the monopoly did not also apply to 
banks doing a deposit business without resorting to the 
issue of notes In 1826 an Act was passed permittmg the 
incorporation of jomt stock banks with powers of note issue 
provided they did not come within sixty-five miles of Lon- 
don Several of the present-day joint stock banks, e g the 
National Provincial, were founded under the piovisions 
of this Act and had privileges of note issue which they 
subsequently lost by cormng to London The luck or 
honour of discovering the flaw m the charter of the Bank 
of England, which till then had claimed a monopoly of 
jomt stock banking, is generally ascribed to I W Gilbart, 
the founder of the London and Westminster Bank This 
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assertion is erroneous The vahdity of the monopoly 
against the incorporation of ]omt stock banks that did not 
issue notes had several times been brought into question 
In particular, T Jophn, a retired builder of Newcastle, 
wrote an essay m 1822 on " The General Principles and 
Practice of Banking m England and Scotland— with 
observations upon the justice and pohcy of an immediate 
alteration in the charter of the Bank of England and the 
measures to be pursued m order to eifect it " J W 
Gilbart was, with his associates who formed the London 
and Westminster Bank in 1834, the first to put the 
monopoly of the Bank of England to a practical test The 
Bank appealed to the law officers of the Crown, who con- 
firmed the view that the charter would not prevent the 
formation of joint stock banks m London provided they 
did not issue notes The legahty of jomt stock banks so 
formed was defimtely affirmed by an Act of 1833 Accord- 
mgly, the history of country banking companies dates 
from 1826 and of jomt stock banks in London from 1833 

The Bank of England is still regulated by the Bank Act 
of 1844, the full title of which is “ An Act to regulate the 
issue of bank notes and for givmg to the Governor and 
Company of the Bank of England certain privileges for a 
hmited period ” The pnncipal provisions of the Act were — 

(1) The Bank of England was divided into two separate 
departments — the Issue Department and the Banking 
Department 

(2) The fiduciary issue of the Bank of England was fixed 
at £14,000,000 to be held m Government secunties If any 
of the other banks that were issmng notes on 6th May, 1844, 
ceased to exercise its pnvilege, the Bank of England might 
mcrease the amount of the securities of the Issue Depart- 
ment by a sum not exceedmg two-thuds of the notes 
withdrawn from cuculation Since 1844 the banks that 
were then entitled to issue notes have, as the result of 
commg to London or amalgamating with other banks or 
by gomg out of existence, lost them rights of issue imtil. 
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With the absorption of Fox, Fowler & Co , there are now nol 
banks m England other than the Bank of England thatl 
issue notes ' 

From time to time as the country banks lost their nghts 
the Bank of England increased its fiduciary issue as follows — 



18.450.000 

II II II Feb 12, 1923 1,300,000 

19.750.000 

The total of the authorized issues of bankers who, sub- 
sequently to 6th May, 1844, have ceased to issue their own 
notes IS ;£8,63I,647, and of this amount the Bank was 
entitled to issue notes agamst secuiities to the extent of 
two-tlurds, that is £5,754,431 The actual amount so 
issued IS £5,750,000, and there remains a sum of £4,431 only 
by which the secunties held m the Issue Department can 
be mci eased under Section 5 of the Act As stated in 
the statistics above, the fiduciary issue did not change for 
close on twenty years from loth August, 1903, until it was 
extended by Order in Council, pubhshed m the Official 
Gazette dated 12th February, 1923 This addition of 
£1,300,000 appeared m the Bank of England’s account 
for the first time on 21st February, 1923 

(3) Above the fiduciary limit every Bank of England note 
issued must be backed pound for pound m gold coin and 
gold and silver bullion, the amount of silver held m no case 
to exceed a quaiter of the gold The Bank has never 
backed its notes by silvei bulhon, and the item " silver 
bulhon ” m the weekly return has always remamed a blank, 
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(4) There were to be no new banks of issue, and banks 
already issuing notes were not to increase their issue above 
the amount they issued on 6th May, 1844 

{5) Bank notes were exempted from duty, but in return 
for the privilege the Bank of England had to pay the 
Government £180,000 a year 

(6) Anyone was entitled to demand notes from the Bank 
m exchange for standard gold at the rate of £3 17s pd 
per ounce This is sometimes called the Bank Price to 
distmgmsh it from the Mint Price of £3 17s lo|d The 
pnvilege of selhng gold buUion for notes at this rate can be 
profitably made use of only if the notes taken in exchange 
for the gold dehvered can be cashed m gold which is free 
to be exported 

During the War cash payments were not formally sus- 
pended as was the case by the central banks of France, 
Germany, and most of the belhgerent countries, but under 
Sections 30 E and 30 EE of the Defence of the Realm 
Regulations it was made a penal offence to melt down or 
offer or demand a premium for com of the realm Although 
Bank of England notes suffered depreciation, which was 
evidenced by the fall in the exchanges with USA, Holland, 
Switzerland, Japan, Norway, Sweden, and many other 
neutral countries, and by the consequent rise in the price 
of gold bulhon measured m terms of paper, the Bank of 
England note was not depreciated m the sense that two 
pnces ever existed, which would have occurred had gold 
still been in circulation which might be legally melted down 
and exported Dunng the War it was virtually impossible 
to smuggle gold abroad, but after the ratification of peace 
and the resumption of normal trade there was a strong 
temptation owing to the high piemium of gold ovei paper 
to contravene the regulations, and there were several 
prosecutions and convictions for offences against the 
Regulations Although the Bank of England did not 
make any claim to be legally exempted from its liability 
to pay Its notes m gold, the officials of the Bank, in the few 
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cases in which gold was demanded in exchange for notes, 
stated they would require satisfactory evidence that the 
Regulations were not being disregarded before they would 
pay One may say that for all practical purposes cash 
paymen ts were therefore suspended 
"(7) 'ihe Bank was obhged, under Section 4 of the Act of 
1844, to publish a weekly account m a specified form in the 
London Gazette The following is a specimen — 

BANK OF ENGL'VND 


An Account pursuant to the Act 7 and 8 Vict cap 32, 
for the Week ending on Wednesday, the 7th day 
of March, 1923 


Gold Coin and Bullion 
Sliver BuUlon 

iS r45,4a7i803 

Dated the %th day of March, 192 3 

E M Harvey, Chtef Cashier 
Banking Department 


Ptopcletors’ Capital 
Rest 

Public Deposits — I 

^Includin^ Exchequer, j 

mls^ioners^ol NatwniU j 


18.939 

0.395.748 


Gold and Silver Com 


Dated the 8 th day of March, 1923 

E M Harvey, Chtef Cashier 

It will be seen that the fiduciary issue of the Bank is now 
/i 1,015,100 4- 8,734.900 = ;£i9,750,ooo The banking reserve is 
^21,959, 695 4 - 1,830,122 = ^23,789,817 Public and other deposits 
being ^15,867,866 4- 107,491,128 =. £123. 358,994. the percentage of 
banking reserve for the week is __ jg ,(V 

123,358,994 


Comparison with Other National Banks In order 
to show clearly the importance of the Bank of England in 
the Enghsh bankmg system the best method will be to 
compare it briefly with the other central banks of Europe 
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(i) The Bank of England is a pnvately owned institution 
Both the Bank of France and the Reichsbank of Germany 
are also pnvately owned, but many other national banks, 
the Impenal Bank of Russia and the Commonwealth Bank 
of Austraha, to take as examples two totally dissimilar 
mstitutions, are managed by the Government or owned by 
the nation 

(ii) Every stockholder havmg £500 Bank of England 
stock m his name is entitled to vote The election of 
officers, etc , of the Bank of France is made by the 200 
largest shareholders The shareholders in the Reichsbank 
have very little direct voice m the management of that 
bank at all They elect a committee to represent themselves 
which in turn has very little power 

(ill) The Bank of England is governed by a board of 
directors who virtually nominate and elect their successors 
In theory the shareholders are supposed to elect the 
directors, but new directors are usually recommended by 
the existing directorate and their election confirmed as a 
matter of course by the vote of the shareholders A certain 
number of directors retire every year and remain out of 
office a year, when they are usually re-elected New 
directors are usually young men, the junior partners in 
business houses in the city of London who retire the next 
year and are re-elected the year after Until recently it 
was an unwritten convention that a director of a joint 
stock bank might not sit on the board This convention 
was broken in 1920 by the appointment of Sir Charles Addis, 
Chairman of the Hong Kong and Shanghai Banlang 
Corporation 

The Governor and Deputy Governor of the Bank of 
England are chosen by seniority from the directors and 
hold office for two years The Governor and two 
sub-governors of the Bank of France are appointed by the 
President of the French Repubhc and usually hold office 
for ten or fifteen years, until death, ill-health, or old age 
removes them M Georges PaUain, the last Governor, who 
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looked after the fortunes of the Bank of France dunng the 
War, was appointed in 1898, and was not succeeded by the 
present Governor, M Georges Robmeau, until 1920 The 
Imperial Chancellor is ex officio Piesident of the German 
Reichsbank, and the head officials were formerly nominated 
by a committee of the Bundesrath and appointed by the 
German Emperor, and are now appointed by the President 
of the German Republic 

(iv) The Bank of England is managed by permanent 
officials subject to the supei vision of half a dozen com- 
mittees, the Committee of Treasury, the Committee of 
Daily Waitmg, the Committee for Lawsmts and the 
Management of Branch Banks, a committee of the House 
and Servants and Clerks, and a committee for the Inspection 
of Cashier's Office and Accountant’s Office The Bank of 
France is also managed by comnuttees of the Regents and 
Censors , but in addition to these there are also, as for 
instance on the Discount Committee, additional members 
co-opted from shareholders holding at least ten shares 

(v) The Bank of England has a monopoly of note issue, 
as the Bank of France has had smee 1848 In Germany 
besides the Reichsbank there are stiU four mmor mstitu- 
tions, the Bayensche Notenbank, the Sachsiche Bank, the 
Badische Bank, and the Wurtemburgische Notenbank, that 
have rights ot issue 

(vi) The notes of the Bank of England are legal tender 
in England, but they do not form the bulk of the circulating 
medium as do the notes of the Bank of France and the 
Reichsbank 

(vii) The note issue of the Bank of England is inelastic 
Above the fiduciary hmit of £19,750,000 it may not issue a 
note without a correspondmg purchase of gold com or 
bullion The note issue of the Bank of France is elastic 
in so far as only a maximum issue has been fixed, and the 
French Pailiament has always extended that maximum 
limit when it has been thought desuable by the Bank 
The proportion of reserve is m no way fixed, and it may 
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issue any number of notes against its reserves that it thinks 
fit The Reichsbank formerly issued notes backed by 
one-third m gold and two-thirds against commercial bills 
of an approved class with at least two names It might 
issue notes m excess of this proportion on payment of a 
tax of 5 per cent on the excess to the Government The 
reserve requirements are now in abeyance, and the 
Reichsbank is apparently free to issue notes in unlimited 
quantities 

(viii) The Bank of England is the banker for the Govern- 
ment and the nation, but its relations with the Government 
are bound by the same considerations that affect its 
transactions with its pnvate customers The Bank of 
France has had to make fresh advances to the French 
Government with every renewal of its charter In so far 
as these advances are not repayable unless the charter of 
the Bank of France is not renewed, they are of the nature 
of permanent loans The Reichsbank has to pay a con- 
tnbution to the Prussian Government yearly in settlement 
of the interests the Prussian Government gave up in the 
old Prussian State bank out of the reorganization of which 
the Reichsbank was formed by the purchase of its assets 
Both the Bank of France and the Reichsbank are, by reason 
of the Government nominees on their directorates, under 
the influence of the Government 

I (ix) The Bank of England is the banker’s bank foi the 
1 London Money Market As such it holds the central cash 
reserve of the nation This reserve is entirely a banking 
reserve, and the Bank of England has no means of pre- 
servmg it in normal times except by selling stock exchange 
securities for cash and buying them in for the account, 
thus absorbing surplus loanable funds and compeUmg the 
market to raise its late The management of the Bank 
of France and the Reichsbank have the sanction of the 
Government behind them Before the War the Bank of 
France was able to reheve itself of the obhgation to pay gold 
by exertmg its privilege of paymg in silver 5 franc pieces 
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which are still legal tender in France The German 
Reichsbank could threaten the displeasure of the Govern- 
ment if banks persisted in calhng for gold for export 

| (x) The Bank of England does not discount bills for the 
general public to any large extent Its influence on the 
discount market is felt only when the large joint stock banks 
call in money from the brokers and the brokers have 
recourse to the Bank of England to re-discount their bills 
and provide them with the means of repaying the joint 
stock banks the money they owe The Bank of France 
re-discounts bills directly for the large banks In addition 
the Bank of France and the Reichsbank are the most 
powerful members of the discount market and take the 
bills of a huge number of private persons all over France 
and Germany 

(xi) Although the Bank of England stiU issues its post 
biUs. they are no longer a popular form of remittance The 
circular cheques of the Bank of France and the red cheques 
of the Reichsbank are very popular forms of remittance 
In addition, the transfer systems operated by the Bank 
of France and the Reichsbank through their numerous 
branches are a popular substitute for the use of the crossed 
cheque which is so common in England 

(xii) The Bank of England has only ten branches — the 
Western and Law Courts m London, and at Manchester, 
Birmingham, Liverpool, Bristol, Leeds, Newcastle, HuU, 
and Pl5nnouth The Bank of France has more than 600 
bankable places, and the Reichsbank almost as many 
These numerous branches hold the accounts of a huge 
number of small capitahsts The Bank of England, as fai 
as possible, by requiring a mmrmum balance of £500 to be 
held and certain other restrictions, discourage private 
persons from opeiung small accounts The Bank of 
England endeavours to compete with the joint stock banks 
as little as possible, and the joint stock banks are thus 
disposed to mamtain much larger balances at the Bank 
for winch they receive no interest The branch banks of 
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the Bank of France are partly administered by a board of 
directors for each branch elected by the shareholders in the 
vicinity 

The Issue of Currency Notes As a consequence of 
the cnsis which occurred at the begmning of the War, the 
Bank Act of 1844 was suspended, and the Treasuiy was 
empowered by the Currency and Bank Notes Act, 1914, 
to issue currency notes for £i and los as legal tender 
throughout the Kingdom The Treasury was empowered 
to issue such notes through the Bank of England to any 
bank, as reqmred, up to 20 per cent of its habilities on current 
and deposit accounts The amount of notes issued to each 
bank was to be treated as an advance beanng interest at 
current bank rate Currency notes are obligations of the 
Government and not of the Bank of England No statu- 
tory provision has been made for either a hmitation of their 
issue or any form or amount of reserve to be held against 
them A reserve of Bank of England notes, gold com, 
gold bullion, and silver com has been built up amounting to 
about 20 per cent of notes in circulation 

In 1918 the Treasury Committee on Currency and 
Foreign Exchanges after the War recommended, inter aha, 
that a central gold reserve of £130,000,000 should be 
estabhshed, and until this amount has been reached and 
maintained concurrently with a satisfactory foreign ex- 
change position for at least a year, the policy of cautiously 
reduemg the uncovered note issue should be followed 
When reductions have been effected, the actual maximum 
fiduciary circulation m any year should become the legal 
maximum for the following year, subject only to emergency 
arrangements 

The Committee further proposed that during the transi- 
tional penod the issue should remain a Government issue, 
but new notes should be issued, not against Government 
securities, but against Bank of England notes, and, further- 
more, when opportunity anses for providing cover for 
existmg uncovered notes. Bank of England notes should 
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be used for this pmpose also Demands for new currency 
would then fall in the normal way on the Banlcuig Depart- 
ment of the Bank of England 
The Committee recommended that when the fiduciary 
portion of the issue has been reduced to an amount which 
experience shows to be consistent with the maintenance 
of a central gold reserve of £150,000,000, the outstanding 
ciurcncy notes should be retired and replaced by Bank of 
England notes of low denomination in accordance with the 
detailed procedure desenbed in the report 
In accordance with these recommendations the circula- 
tion of cunency notes has been gradually but considerably 
reduced Nevertheless it must be borne in mind that 
currency notes are totally different from Bank of England 
notes, and there is no statute m force which limits their 
issue or prescribes, as does the Bank Act of 1844 for bank 
notes, the form or amount of the reserve to be held agamst 
currency notes The Bank of England pubhshes each 
week a form of account as shown on page 22 for the 
same penod as the return of its own notes 

The Joint Stock Banks. 

The Act of 1833, which permitted the mcorporation of 
joint stock banks to do business m any part of England, 
including London, was followed by the formation of a 
number of joint stock banks that quickly showed themselves 
keen competitors of the private bankers Organized on 
similar fines to the London and Westimnster, which was 
the pioneer of the London jomt stock banks, the London 
Joint Stock Bank was formed m 1836, and the Union Bank 
and the London and County Bank m 1839 the same 
time there was a similar growth of jomt stock banks in the 
provinces Although their existence had been legalized, 
the new joint stock banks were regarded with hitter 
hostihty by the Bank of England and the pnvate banks 
Owing to an omission in the Act a jomt stock bank could 
not at first sue in its own name, and if it sued in the names of 
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its shareholders and directors it was liable to be nonsuited 
if one name appeared as a shareholder which should have 
been replaced by another owmg to a transfer of shares 
In the early history of the London and Westminster, the 
Bank of England went to extraordinary pams to emphasize 
these difficulties in order to hamper its activities, and the 
matter was not put nght by legislation until 1844 Like- 
vuse the pnvate bankers who at that time held a monopoly 
of the Clearing House boycotted the jomt stock banks, 
and it was not till 1854 that the joint stock banks gained 
admittance to the Clearmg House when the existing 
twenty-five pnvate banks m the Clearing House were 
increased by the inclusion of six jomt stock banks, the 
London and County Bank, the London JomtStockBank, the 
London and Westmmster Bank, the Royal Bntish Bank, the 
Umon Bank of London, and the Commercial Bank of London 
As time went on the supenor advantages of the corporate 
organization of a joint stock bank to handle large business 
manifested itself, and one after another the pnvate banks 
were glad to come to terms and amalgamate their busmess 
with the joint stock banks The reasons for the absorption! 
of the private banks by the joint stock banks may bej 
summanzed as follows — • 

{a) The pubhc had lost faith in the pnvate banks 
Although the old bankmg families had an honourable 
tradition behind them, new partnerships were continually 
being formed and from time to time the public had been 
startled by appaUing instances of fraud and embezzlement 
It was argued that such fraudulent proceedings could not 
take place m the management of a joint stock bank which 
was in the hands of the servants of the company who were 
paid fixed salanes and were not dependent directly on the 
profits made It was argued that fraud could not easily 
be perpetrated in a joint stock bank which pubhshed a 
statement of its accounts The managers of a joint stock 
bank who passed decisions of loans, etc , would be less hkely 
to speculate wildly than partners in a pnvate bank because 

3— (1926) 
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lugher profits would not necessarily bring them higher 
remuneration These views were strengthened on the one 
hand by the failure of such firms as Overend and Gurney in 
1866, CoUie & Co , 1873, and Barings m 1890, and on the 
other by the stabibty of the joint stock banks during the 
crises that followed 

(i) The private bankers in London had for a long time 
previously not exercised their rights of note issue The 
Bank of England had a piactical monopoly of note issue 
in London and the Metropohs The private bankers in 
London made their profits by handhng the high finance of 
the city and actmg as London agents for the country 
bankers The country bankers issued notes and made 
their profits by the financmg of agriculture and mvestments 
in real property The introduction of penny postage and 
the institution of the country clearmg in 1858 affected the 
position of the country banks in two ways The cheque 
replaced the country bank note as the common means of 
pa3Tnent, and the growth of the cleanng system made the 
branch system of banks the only efficient method of 
organization On the one hand country banking com- 
panies were wiUing to offer good amalgamation terms to 
pnvate bankers m the Cleanng House in order to obtain 
admittance, and on the other hand such banks as the 
London and Westminster that had had origmally no 
intention of opening branches out of London beyond the 
sixty-five mile limit bought up country bankmg films in 
order to get representation in the fast-growing mdustnal 
centres of the North 

(c) It is obvious that a corporation with perpetual 
succession, able to mcrease its resources by the sale of new 
shares to the pubhc, has a big advantage over the private 
partnership which has to rely on the pnvate fortunes of 
its members to undertake additional busmess 

{d) The pnvate bankers had grown conservative and 
continued to put their money m the same class of concerns 
and investments as their fathers and grandfathers, There 



IS evidence that the private bankers lost considerable sums 
in mvestments m sugar plantations in the West Indies 
which, even at that tune, were a decaying industry 

Although after the organization of the branch system by 
the joint stock banks the disappearance of the private 
bankei was inevitable, the latter was — ^particularly as 
regards the personal relations he held with his customers — 
much more kmdly regarded than the new lace of “ square- 
toed bankers,” " senior clerks sent down from London to 
take charge of branches.” It must be remembered that 
the majority of the private bankers, the Gurneys, Barclays, 
GiUetts, Sharplesses, and Alexanders, were closely intei- 
lelated by marriage and lehgion — ^they were nearly all 
Quaker families At times they gave each other private 
assistance, and, as regards mformation about the business 
of different parts of the country, were very clearly informed 
Speakmg of the days of private banking before the joint 
stock banks obtained their present monopoly. Lord 
Peckover — probably the oldest banker alive — stated in 
an interview published in the Daily News on 23rd July, 
1914— 

It was in. 1848 that I entered Gurney. Peckover s here in Wisbech, 
as a junior clerk The business was founded by m-y grandfather 
almost by accident He opened a small shop in the High Street, 
and a number of people deposited their money with him at their 
own request, and paid him for keeping it This suggested an 
obvious development of business, so he approached the Gurneys 
of Norwich, who associated thomseh'es with him, and the firm 
Gurney, Peckovei was founded 

The bank used to be quite a social centre We knew all the 
customers personally, and when they called they would stop quite 
a time, conversing with us or with one another and very pleasant 
it was Of course (he pointed out) this personal relationship was 
of great advantage to both sides When we were asked for a loan 
we always knew just what the borrower’s position was and what 
credit w'e could safely give Inm Moreover on many occasions we 
deliberately lent money in a way that the joint stock bank, with 
shareholders’ interests to think of, would not be justified in doing 
On the other hand, we owned several thousands of acres in the 
neighbourhood so that onr customeis had a guarantee of our 
stability before their eyes 

The kindly interest of the private banker m his clients’ 
welfare is perhaps exaggerated, and the managers of joint 
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stock banks to-day take the view that agnculture was 
never better supported than at present 

The “ Big Five.” 

The private bankers having disappeared by amalgama- 
tion one after another, the country banks began to undergo 
the same process of elimmation It is generally supposed 
that the five predominant institutions, the Midland, 
Lloyds, Barclays, the Westimnster, and the National 
Provincial were formed by a process of London banks 
swallowmg up small country banks to the detriment of the 
mterests of country depositors As a matter of historical 
fact this view is entirely erroneous Except m the case of 
the Westmmster, the " big five " are cases of country 
banks that have first made themselves predopnnant in 
their own original spheres of activity and later have estab- 
lished themselves in London by swallowing up London 
banks In order to emphasize the true nature of what are 
called the " Big Five ” London Banks it will be as well to 
give a brief outlme of the history of each 

The Midland Bank, Ltd More than any other 
institution m the world, the Midland Bank is an example 
of remarkable growth by absorption of smaller concerns 
over a number of years What is now a solid corporate 
entity known as the Midland Bank began origmaUy as a 
small country banking company known as the Birmingham 
and Midland Bank, which was founded in 1836 and first 
came into proinmence about the early eighties of last 
century when, under the managership of Sir Edward 
(then Mr ) Holden, it turned itself into a country bank of 
importance m the Birmmgham district by buying up a 
number of its smaller competitors Unhke the Westmm- 
ster Bank, which was the first London joint stock bank to 
spread its connections out into the country, the Midland 
first gained a firm footing as a country bank domg business 
m the khdlands It transferred its head office to London 
m 1891 by amalgamating the Cential Bank of London 



thus gaming admittance to the Clearmg House In 1898 it 
became a London hank m the full sense, under the title of 
the London City and Midland Bank, by absorbing the 
City Bank of London Although the present Midland 
Bank is possibly a more solid fusion than any of the 
other members of the "big five,” the Midland portion has 
always been identified as the absorbing portion Behind 
all the amalgamations was the directmg genius of the late 
Sir Edward Holden who had chosen as his lieutenants men 
with whom he had been associated m his earher days 
Many of these men now hold high place m the management 
and on the board, and this circumstance accounts for the 
Birmmgham tradition which stiH clmgs to the Midland 
Bank, although its branches are now spread all over the 
kingdom, and it controls one Irish and two Scottish banks 
In the struggle to be the bank with the largest amount 
of deposits in the world, the Midland was followed very 
closely by Lloyds It was not till 1913, as a result of the 
amalgamation of the Hallamshire and shortly afterwards 
the Lincoln and Lindsey banking compames, that the 
Midland obtained a distmct lead Sir Edward Holden 
brought off a final coup by amalgamating the Metropohtan 
Bank of Wales, thus obtaining a decided advantage which the 
Midland has never lost, although Lloyds have once agam 
challenged it by their lecent absorption of Messrs Cox & Co 
The amalgamation movement, which had been stopped by 
the outbreak of the War, began again m 1917 by the Midland 
buying up the shai e capital of the Belfast Banking Company 
This was a type of amalgamation which had never pre- 
viously been attempted m England There was no doubt 
that the customers of a Scottish or Irish bank having long and 
honourable traditions of its own would resent its complete 
absorption and the merging of its identity in a London 
bank, the name of which was almost foreign to them 
By acquiring the share capital as a holdmg company the 
Midland was careful not to irritate local susceptibihties 
The affiliated company acquires all the advantages of direct 
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representation m London and facilities for foieign exchange 
business which the Midland Bank offers through its agencies 
The affiliated bank enjoys all the home rule it has a taste 
for, and continues its existence as a legal entity apart 
from the Midland Bank The Midland acts as a holding 
company, imd the extension of its system brmgs more 
business to it and lowers the cost per unit of its service 
all round In the same way the Midland has also acquiied 
the controUmg mterest in the Clydesdale Bank, and has 
thus tapped a very lucrative source of profit m Scotland. 

By similar exchange of shares it has this year {1924) 
acquired a holdmg of 95 per cent of the shares of the North 
of Scotland Bank, Ltd , and thus extended its influence in 
the north of Scotland where the other Scottish affiliation, 
the Clydesdale, had few agencies In 1918 the last moves 
in the game of amalgamation weie made These were 
not amalgamations in the ordinal y sense, but the grouping 
of the twelve leading banks into five solid mergers Again 
the Midland brought off the greatest coup by absoibmg 
the London Joint Stock Bank, a clearmg bank having a 
long tradition dating back to 1835 The amalgamation 
with the Jomt Stock Bank, which was particularly strong 
in the East and North-East of England, consolidated the 
territory of the merged concern The Midland is now 
fairly evenly distributed all over England, although the 
Midland territory is still regarded as its stronghold Fol- 
lowing the example set by the Westminster Bank in 1923, 
the London Joint City and Midland Bank, this year, 
changed its title to the " Midland Bank, Ltd ” 

Unhke the other four leading joint stock banks, the 
Midland has never opened branches abroad or promoted 
foreign subsidiaries True it was the first joint stock bank 
to undertake foreign exchange business m London, but it 
has observed a pohey of not competing with foreign banks 
in then- own countries This to a large extent accounts for 
the excellent service rendered by the thousands of bankmg 
agents it has all over the world 



Lloyds Bank Ltd Lloyds Bank is another example 
of a country bank that has first extended itself in the 
provinces and then obtained a metropohtan connection by 
amalgamation with a London bank Originally a private 
partnership dating back to 1765, which was absorbed by a 
country bank domg business m the Birmmgham district, 
Lloyds first came into prominence by the absorption in 1884 
of the firms of Barbetts, Hoares, Hanbury and Lloyd, 
and Bosanquet, Salt and Co , both London bankers havmg 
offices m Lombard Street The amalgamation was first 
known as " Lloyds, Barnetts and Bosanquets Bank Ltd,” 
and was registered under its present title of Lloyds Bank 
Ltd. in 1889 Like the Midland, Lloyds owes its growth 
largely to the contmual amalgamation of country “ old ” 
banks Most of the amalgamations occurred before 1900 
The last important amalgamation effected by Lloyds was 
in 1918, when it merged the Capital and Counties With 
the exception of the amalgamation of the London County 
and Westmmster with Parr’s, the amalgamation of Lloyds 
and the Capital and Counties was a more satisfactory 
arrangement than any of the re-groupmgs of the other 
banks which brought about the consolidation of the " big 
five ” The Capital and Counties was a London bank 
formed about 1834, which at the time of its amalgamation 
with Lloyds had a paid-up capital of £1,750,000 and a 
reserve of £1,150,000 What was more important to 
Lloyds, it brought into the joint concern 473 additional 
branches, more than half of which were m new territory 
Although the Midland remains the bank with the largest 
amount of deposits as shown by its own balance sheet, 
Lloyds has gone further than any other bank, with the 
possible exception of Barclays, towards obtammg control 
over affiliated and connected compames In 19 ii Lloyds 
was the first English joint stock bank to establish a foreign 
connection by the purchase of Armstrong & Co , of Pans 
and Havre, which was afterwards christened " Lloyds 
Bank (France) Ltd ,” and is now Lloyds and National 
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Provincul Bank (Foreign Bank), Ltd In 1916 in 
consortmm with the London County and Westminster and 
the Credito Italiano, Lloyds formed the British Italian 
Corporation in London and the Compagnia Italo Biitannica 
in Italy The latter is now known as the Banca Italo 
Bntannica Lloyds has also by exchange of its own shares 
acquired practically the whole of the shares of the London 
River Plate Bank and controlling interests m the Bank of 
British West Africa, the National Bank of New Zealand, 
the P and 0 Banking Corporation, the AUahabad Bank, 
Ltd , and the South Russia Bankmg Agency, Ltd It also 
owns the National of Scotland, and m 1919 amalgamated 
the West Yorkshire Bank, and m 1921 the firm of Fox, 
Fowler & Co , of Somerset [Fox, Fowler & Co was the 
last country bank m England enjoying the privilege of 
note issue, and as a consequence of its amalgamation with 
Lloyds the Bank of England assumed its rights and has now 
, a complete monopoly of the issue of bank notes in England | 
Owing to the above-mentioned amalgamations and the 
purchase of the shares of affiliated banks by exchange of 
shares, the capital of Lloyds has been continually increasing 
The following are the figures of capital and reserve for the 
last four years — 


Capital, 

paid-up 

Reserve 


Dec , 
1920 
£ 

14.137,79(5 


Dec . 
1921 

£ , 
14.372.95(5 
10 , 000,000 


1922 1923 

14.372,956 14.372,956 


Together 24,137,796 24,372,956 24,372,956 24,372,956 
Per cent of 

gross liabilities 69% 88% 66% 63% 

The large increase m 1919-20 is partly explamed by the 
amalgamations that took place m that year, and also by the 
total reconstruction of capital which was at the same time 
earned out Until 1919 the capital of the bank consisted 
of ^ 5*5 shares on which only £8 was paid up Of the 
remaming 1^2 per share unpaid capital, the Articles of 
Association provided that £37 los was to be treated as 



reserve liability and only £2 los per share was callable 
In 1920 each £50 share was split up into 10 shares of £5 on 
which IS paid up and there mauung £3 15s is reserve 
liabihty Only 5s per share is callable and the difference 
was made up by transferrmg a portion of the reserve 
fund and treatmg it as permanently capitalized This 
year Lloyds have made the experiment of mtroducuig a 
profit-sharing scheme under the terms of which, if the rate 
of dividend paid to shareholders is not less than i6f per 
cent, an amount equivalent to the half of the difference 
between such dividend and 15 per cent will be set aside for 
distribution among the staff 

The Westminster Bank, Ltd The London County 
Westnunster and Parr’s Bank, Ltd , was largely a merger 
of one London and two country banks The London and 
Westminster, which is, after the National Provincial, the 
oldest joint stock bank m England, was tentatively formed 
by J W Gilbait about 1832, and after the dispute with the 
Bank of England had been settled by the Act allowing 
joint stock banks to be framed in London provided they 
did not issue notes, the London and Westmmster began 
business in 1834 with its Head Office at 38 Throgmorton 
Street and a branch at Waterloo Place 

Whereas the other members of the “ big five ” are country 
banks which have swallowed up London banks, the London 
and Westminster remamed for a long tune a London bank 
confining its branches to the Metropohtan area and later 
to the South of England It did not extend its branches 
all over the country until 1909, when it amalgamated the 
London and County, a country bank formed m 1836 tha^ 
had transferred its head office to London and become a 
member of the Cleanng House about the same time that 
the London and Westminster had first gamed admittance 
in 1854 Parr’s, which is the third partner in the present 
merger, was formed more than a century ago It was 
origmaUy a bankmg partnership doing business in the 
Liverpool and Manchester distnct, which came to London 
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m 1891 by amalgamation with another banking film, 
Fuller, Banbury & Co , of Lombard Street By this 
amalgamation Parr’s became a member of the Cleanng 
House and subsequently extended its system of branches 
by swallowing up a number of private banking firms such 
as Stuckey’s Banking Co , of Taunton, in 1900, Crompton 
Evans Union Bank, Derby, in 1914, and Barnard, Thomas 
& Co , of Bedford in J915 When the wholesale amal- 
gamation of banks came about m 1917-18 it was obvious that 
Parr’s would be the most appropriate partner for the 
London County and Westminster The London County 
and Westminster had numerous branches in the Metropohs 
and m the South and East of England Parr’s, by reason 
of the above-mentioned amalgamations, was particularly 
strong in the Midlands, Derbyshire, Lancashire, and the 
West of England The London County and Westminster 
was very keen to get better representation in the Birming- 
ham and Midland distncts The amalgamation of the 
London County and Westminster with Parr’s, which took 
place in January, 1918, provided that the directorates of 
the two banks should be combined and that the share- 
holders in Parr’s should receive two and one-fifth shares of 
£20 and £5 respectively in the joint merger for eveiy Parr’s 
paid up share of £50 and £10 During the past six yeais 
the capital and reserves have mcreased as follows — 



The increases since 1918 are accounted for by the pur- 
chase by exchange of shares of the Ulster Bank in 1917, the 
amalgamation of the Nottinghamshire Banlang Co m 1919, 
and Beckett’s Bank in 1931 The latter was a very old 
banking partneiship domg business in York and Leeds 



The partners were bought out by being paid £500,000 £i 
fully paid shares in the London County Westminster and 
Parr’s in exchange for their property in the business which 
at the time of the absorption had deposits of nearly 
£11.000,000 

Since the amalgamation with Parr’s, like the National 
Provincial and the other members of the “ big five,” the 
Westmmster has acquired important interests in subsidiary 
companies The Westminster was the next bank after 
Lloyds to promote a foreign subsidiary, which it turned into 
a separate company in September, 1913, under the name of 
the London County Westminster Bank (Pans), Ltd It 
was renamed the London County and Westminster and 
Parr’s Foreign Bank, Ltd , in 1920, and in addition to its 
branches m France controlled several subsidiary branch banks 
in Spam Owing to the legislation passed in Spam agamst 
the mtrusion of foreign banks, most of the branches of the 
foreign banks m that countiy have since been closed down 

The shares of the other affihation, the Ulster Bank, were 
acquired in 1917 by the ofier of two-thirds of one £5 share 
in the County and Westmmster and a cash payment of 
£2 los for every £15 share {£2 los paid) in the Ulster 
Although this must have been an awkward split to handle, 
the exchange, judging by the market prices of the two 
shaies, must have proved advantageous for the share- 
holders of the Ulster Bank At an extraordinary general 
meeting held after the annual general meeting, 1923, it 
was decided that the name of the bank should be changed 
to the " Westminster Bank Limited ” The change was 
one purely in name and did not disturb the capital orgamza- 
tion of the bank The change was made purely as a matter 
of administrative expediency to save cost in cablegrams 
and avoid confusion with other banks who also mcluded 
the word “ London ” in their titles The example of the 
Westmmster has this year been followed by the Midland 
and the National Provincial 

Barclays Bank Ltd In the same way that the 
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Westminster is an example of a London bank that has 
extended its connections into the country, and the Midland 
IS characteristically a country bank that has established its 
headquarters m London, Barclays Bank is a striking 
instance of a pnvate banking partnership which has 
organized itself into a company with limited liability to 
meet altered banking conditions and finally, by amalgama- 
tion with other joint stock hanks, has become one of the 
five largest banks in England 
A century ago Barclays Bank was a pnvate partnership 
owned by three Quaker families tradmg under the name of 
Barclay, Bevan, Tritton & Co Unlike Parr’s and Lloyds, 
which have completely lost connection with their original 
founders, dunng the whole of its history dovra to the 
present the onginal famihes who at one time owned the 
banking partnership have been represented in the manage- 
ment or on the Board of Directors of Barclays Bank after 
it became a limited company Until 1896 the Barclay 
family met the competition of the jomt stock banks by 
amalgamations with other private hanks, and succeeded 
in extending the business of the finn and making good 
profits In 1896 the partnership swallowed a dozen or 
more other private banks and organized itself as a limited 
company under the title of Barclay & Co , Ltd In 1916 
it purchased the United Counties Bank and thus acquired 
a number of branches m West Lancashiie, Yorkshire, and 
the Midlands In 1917 it formed a sohd merger with a 
recent fusion of two other banks known as the London 
Piovincial and South Western 
In this way the former banking partnership became 
the third largest joint stock bank m the world with 
deposits exceeded only by those of the Midland and 
Lloyds By the amalgamation with the London Provincial 
and South Western Bank, Barclays acqmred an mterest 
m Cox & Co (France), which had been founded by 
Cox & Co and the South Western In 1921 Barclays 
purchased the shares owned by Cox & Co , and thus 



acquired contiol of Cox & Co (France), which is now regis- 
tered as a private company under the title of Barclays 
Bank (Overseas), Ltd , with a capital of £1,350,000 Since 
1920 Barclays has pm chased 93 per cent of the shares 
of the Anglo-Eg5iptian, and has a controUmg mterest in 
the Colonial Bank Since igig the Umon of Manchester 
and the British Linen have also become affiliated to the 
Barclay group Barclays has thus purchased the majority 
of shares m half a dozen or more financial mstitutions, and 
although these still contmue their separate corpoiate 
existence, Barclays, by reason of the control it exerts 
over one country, one Scottish, one colonial, and tliree 
foreign banks, may claim to exert an mfluence as powerful 
as any other bank in England 

The capital of the bank is now distributed m three 
classes — 857,589 “ A " shares of £4 fully paid , 11,760,811 
'' B " of £i fully paid , and 401,205 " C ” shares of £i 
fuUy paid The last-mentioned class is held entirely by 
the staff to whom they were sold at par under a special 
scheme approved by the shareholders m 1919 

The National Provincial Bank, Ltd The National 
Provincial and Umon Bank, Ltd , was formed in January, 
1918, by the merger of two London clearmg banks, the 
National Provincial and the Union of London and Smith’s 
The National Provmcial was probably the oldest joint 
stock bank m the country, and being fonned under the 
Act of 1826 as a country bank outside the sixty-five miles 
ladius of London had the privilege of issuing notes until 
1865 when it lost the right by transferring its head office 
to London 

The other half of the present merger, the Union of 
London and Smith’s, was essentially a London bank 
Following upon the formation of the County and West- 
minster in 1834 and the permissive Act of the previous year, 
the Union of London was formed m 1839 and continued 
as a London bank until 1902 when it absorbed the firm of 
Smith Payne and Smiths, a banking firm that had its head 
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office in Lombard Street, London, and a number of branches 
in the Nottingham, Derby and Leicester districts 

Like the Midland Bank, the National Provincial has been 
a stiiking example of the growth of a countiy bank by 
continual absorption of country “ old ” banks At the 
time of its amalgamation with the Union, the National 
Provmcial was particularly strong in Yoikshire, the Mid- 
lands, Lancashire, and South Wales The Union, through 
the Smith connection, was well represented in Nottingham- 
shire, Derbyshire, and Leicestershire, and suice the amalga- 
nation with Piescotts Bank in 1903 bad blanches in 
Bristol, Exeter, Wmchester, and, geneially speaking 
tliroughout the West of England Hitherto the National 
Provincial had been more conservative in the mattei of 
amalgamations than the othei members of the '' big 
five,” and had taken over only old banks with which it 
had had busmess connections for many years In the 
grouping of banks which was taking place about 1918, it 
was obvious that if the National Provincial was to be a 
member of what has since become known as the ” big 
five,” the Union of London and Smith’s would be its most 
appropnate partner Hence the amalgamation in 1918 
followed almost in natural course and was more or less 
expected 

Since 1918 the National Provmcial has been less con- 
servative and has swallowed up moie banks than any other 
member of the " big five ” smee that date In 1918 it took 
over the busmess of W J Biggerstaff of West Smithfield, 
and the Sheffield Banking Co , and in 1919 Messrs Shilson 
Coode of St Austell, Richards & Co , of Llangollen, and 
acquired the share capital of Messrs Coutts & Co In order 
to preserve the continuity of the bank towards its cus- 
tomers, who are mostty well-to-do private persons, the firm 
of Coutts was allowed to continue its corporate existence, 
the relation of the National Provmcial being that 
of a holding company The National Provincial has 
also acqmred considerable foreign interests In 1917 



previous to the amalgamation with the Umon, the National 
Provincial bought an interest in Lloyds Bank (France), 
Ltd which was then renamed Lloyds, and the National 
Provincial Foreign Bank, Ltd It has also a considerable 
interest in the Bank of British West Africa, the P & 0 
Banking Corporation, and the Yorkshire Penny Bank 
This year it acquired the business of Messrs Gnndlay & Co , 
East India Army agents and bankers, and the Guernsey 
Banking Company Its investments m these banks are 
enteied in its balance sheet at cost price which is a conser- 
vative estimate of what their value would be if there were 
a free market for these shaies 
The following are the figures of the Bank’s capital and 
reserve for the last five years — 



Dec, 

1919 

Dec, 



Dec, 

Relive 

7,806,864 
7,239,041 ! 




£ 

9.309,416 

9,000,000 

Together 

13.045,905 

18,187,457 

.8,187,457 

.8,187,457 

18,309,416 


There was a large increase from 1918-19 due to the 
amalgamation of the Union of London and Smith’s The 
increase from 1919-20 was due to the absorption of the 
various country banks already mentioned which were 
mostly purchased by exchange of shares 

The Country Banks. 

As we have already seen from the history of the big 
London ]omt stock banks, the countr y banks are fast 
disappearing. In some cases th^ have converted them- 
selves into London banks by amalgamating with London 
banks and transferring their head offices to London In 
other cases they have themselves been swallowed up by 
London banks and their branches have become branches 
of the ]omt concern It is some years smce a country 
bank was mcorporated to do commercial business m the 
provinces The Hahfax Equitable Bank was so formed in 
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1900 With the object of making a speciality of small savings 
accounts among the artisan class of the mdustnal towns of 
the North It changed its name m 1913 to the Equitable 
Bank, and has now five branches at Bradford, Bnghouse, 
Doncaster. EUand, and Huddersfield It has a paid up 
capital of only £44,000, a reserve fund of £50,000, and 
deposits of about one and a half miUion, so that although 
it has made material progress one cannot say that it has 
challenged the growth of the London joint stock banks 
Nearly all the other country banks are old-estabhshed 
institutions Most of them do business m Lancashire and 
Yorkshire and are intimately concerned in financing the 
cotton and woollen trades Chief among them are the Lan- 
cashire and Yorkshire Bank, Ltd , established in July, 1872 
the London and Liverpool Bank of Commerce, Ltd 
founded in 1871, the Manchester and County Bank, Ltd , 
in 1862, and the Manchester and Liverpool District Banking 
Co , Ltd , which is the oldest, datmg back to 1829 The 
second oldest Manchester bank, the Union of Manchester, 
formed m 1836, although it still contmues its corporate 
existence, is no<v controlled by Barclays Williams 
Deacons does a business similar to that of the Bank of 
Liverpool and Martms Its head office is m Manchester, 
but like the Bank of Liverpool and Martms it has a London 
office and is a member of the London Cleanng House The 
Yorkshire Penny Bank is an mstitution formed for purposes 
similar to those of the Halifax Eqmtable At the outbreak 
of the Wai it was reconstructied, and its solvency was 
guaranteed by a group of jomt stock banks which now 
control the majonty of its shares 


The Private Banks. 

There are very few of these now left m existence There 
rlv four types of nnvate banker, the bankine 


partnership in the city of London domg business on much 
the same hues that a jomt stock bank does business to-day. 


1 Amalgamated -with the British Overseas Bank, May, 1923 



the West End banker who catered rather for the well-to-do 
famihes of the West End and was concerned with the 
advancing of money to well-known country magnates, the 
country private banking families who did business on much 
the same lines as the country banking company, and the 
class of private banker known as the “ army agent ” The 
majority of all four classes have now been swallowed up by 
the joint stock banks Of the first type only one, Messrs 
Glyn, Mills & Co , is left Glyn, Mills & Co is no longer a 
partnership, but has been since 1885 a private company 
with unlimited hability The shares are still held by the 
original family under the following conditions which govern 
their transfer — 

Any person becornwR entitled to the slock ot a partner by trans- 
mission of his Intel est, by operation of the law, death or otherwise, 
will not, unless he is a qualified partner or the quahhed bruthei, son 
or nephew of a partner, be entitled to become a registered share- 
holder unless lie shall be approved as a partner by all then evistmg 
partners and m the event of any such rejection, the company will 
be bound to purchase or to provide a purchaser of such stock within 
siv months at a conventional price which is to bo ascertained m the 
manner prescribed in the Articles of Association 

This clause in the Articles of Association is a good 
example of how a banking partneiship converts itself into 
a pnvate company and, while obtaining all the advantages 
of perpetual succession, etc , still keeps control of the bank 
exclusively in the hands of the partners and their relatives 
and friends 

Of the second class, the West End banker, there are also 
very few left Messrs Robarts, Lubbock & Co , and 
Coutts amalgamated in July, 1914, and the combmation 
was purchased by the National Provincial and Union in 
December, 1919 Coutts is stiU a separate company 
registeied in 1892 with unlimited liability, and separate 
balance sheets aie still published and a separate board of 
management still retamed 

Of the existing West End bankers, Messrs Child^&Co and 

' In June, 1924, Messrs Child & Co were absorbed by Messrs 
Glyn, Mills, Curne, Holt & Co , who shortened the name of their 
firm to Messrs Glyn, Mills &. Co 

4-(1926) 
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Charles Hoare & Co are the better known Such partner- 
ships have existed for centuries and their customers, 
father and son, for centuries have banked with them, and 
their contmued existence, notwithstanding the extension of 
the joint stock banks, is largely due to the confidence 
reposed m them by their customers Very little is known 
of their activities or whether there is any ehange in the 
manner of their investments In the past they weie 
remarkable for their coinage m backing the success of 
individual magnates mtei ested in certain ventures The City 
of Cardiff, for example, owes its present industnal develop- 
ment largely to the untiring efforts of the Bute family 
who in the past raised money with pnvate hanks m London, 
principally from Twinings, on the secunty of their landed 
estates to build the colliery railways and the Bute Docks 
Of the country private banks that once existed, very 
few non remain As Bagehot remarked in 1872^ — 

One of the most sure principles is, that success depends 
on a due mixture of special and non-special minds — 
of minds which attend to the means, and of minds which 
attend to the end The success of the great joint stock 
banks of London — the most remarkable achievement of 
recent business — ^has been an example of the use of this 
mixture These banks are managed by a board of 
persons mostly not trained to the busmess, supplemented 
by, and annexed to, a body of specially trained officeis, 
who have been bred m banking all their lives These 
mixed banks have quite beaten the old banks, composed 
exclusively of pure bankers , it is found that the board 
of directors has greater and more flexible knowledge — 
more insight into the wants of a commercial community— 
knows when to lend and when not to lend, better than the 
old bankers, who had never looked at life, except out of 
bank windows 

From time to time, however, one reads of a country 
i Engnch Constihifton, 2nd edition page iqy 
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banking firm bemg absorbed by one of the big five In 
1923, for instance, the National Provincial Bank purchased 
outnght the banlang firms of Dingley & Co of Launceston, 
and Dingley Pearse & Co of Okehampton 
To explain the origin of the foruth class, the army agents 
and banker s, one has to go back to the history of the army 
before the abohtion of purchase of commissions Until 
1871, when the system of purchasing commissions in the 
army was abolished by Royal Warrant, a colonel was 
originally given a commission to raise a regiment and was 
largely responsible for equipping and victualhng it out of 
his own pocke^; until he was reimbursed by the Government 
In the eighteenth century many agencies existed for 
financing officers who were raising regiments, and besides 
receivmg the pay of officers on their behalf also bought and 
sold uniforms An officer having invested a considerable 
amount of capital m the eqmpment of a regiment was 
considered to have a monetary mterest in it, and when he 
left the regiment he sold his commission to his successor 
Although in later times the Government became wholly 
responsible for the eqmpment, recruiting and payment of 
men, the system of obtainmg commissions by purchase 
still continued, and the agents for the sale of commissions 
were the various firms that are now known as army agents 
and bankers After the abohtion of purchase in 1871, the 
army agents catered exclusively for a banking clientele 
among army officers and their relatives An English 
army officer, m addition to his pay according to his rank, 
IS entitled to vanous kinds of allowances for lodging, fuel 
and light, etc , according to his rank and where he is sta- 
tioned The army agents were able to build up a good 
business by making a special feature of their banking 
seivrce in collecting allowances on behalf of their customers, 
many of whom were on service abroad In particular 
Cox &. Co built up a strong connection in India and opened 
branches in Bombay, Calcutta, Karachi, Rawal-Pindi, 
Murree, and Shiingar, Alexandria, and Cairo The War 



42 ENGLISH BANKING METHODS 

Office generally preferred to settle witli the army agents 
than with individual officers and. as far as it could, appor- 
tioned the business of new officers coming into the service 
among the recognized agents In tins way it became the 
recogmzed procedure for the War Office to pay into one of 
the army agents the first arrears of pay and allowances 
that were due to an officer after he was gazetted, and it 
became a recogmzed thmg for the officer to use the agent 
for remittances In course of time the War Office took to 
opening accounts of officers in the same legiment all at the 
same agency, and thus many of the accounts of particular 
corps and regiments were held exclusively by one banking 
partnership This policy was continued during the War 
when, of course, the business of these firms obtained 
immense proportions consequent upon the increase in the 
number of temporary and regular officers Aftei the con- 
clusion of the War and the reduction m the number of officers 
due to demobilization, the business of the army bankers 
went back to normal proportions 
Messrs Cox & Co, which since 1909 has been a ]omt 
stock company with unhmited liability, has budt up a 
general banking business as well as retaining its army 
connections It was among the first to promote a foreign 
subsidiary, Cox & Co (France), Ltd , which it subsequently 
sold to Barclays Cox & Co was, in 1923, with the consent 
of the Treasury bought up by Lloyds Bank The other 
well-known firm, Sir Charles McGrigor Bart & Co , failed 
in the same year and went into liquidation Another 
well-knoivn firm, Messrs Holt & Co , was established in 
1809 and m 1915 absorbed the business of Woodliead & 
Co . navy agents and bankers, which was nearly as old as 
Itself In 1923, following the failure of McGrigor & Co and 
the amalgamation of Cox & Co with Lloyds, Holts amal- 
gamated with the pnvate banking company, Glyn, MiUs, 
Currie & Co Therefore, of the once numerous class of 
army and navy agents and bankers, there were only two 
independent firms, Messrs Gnndlay & Co , East India 



army agents and bankers established m 1S28, and Messrs 
Stilwell & Sons, navy agents, who date back to 1774 The 
latter fiim was absorbed by the Westminster in April, 1923, 
and Messrs Grindlay & Co by the National Provincial in 
January this year , so that the army banker has now 
entirely disapoeaied 

The Colonial Banks. 

Broadly speaking, there are two types of colonial bank, 
first, the bank which has most of its branches and transacts 
most of its business in the colonies but has its head ofiice 
in London, and, second, the exchange bank which has 
a head office m London and branches in various parts of, 
the British Empire and perhaps in foreign countries as 
well, but which does not associate itself with the industrial 
activities of any particular colony To the first category 
belong the banks of the vanous colonies that have self 
government, the Australian, New Zealand, Canadian, and 
South African banks Of the second type are the Indian 
and Far Eastern Exchange banks 

In both these classes there is an historical difference that 
accounts for the difference in the method of incorporation 
Before the Australian and New Zealand dominions obtained 
self-government it was usual for a bank intended to do 
business in those colonies to meorporate themselves in 
London and open branches under the sanction of a charter 
from the colonial legislatuie Thus the oldest bank in 
Austialia, the Bank of Australasia, was incorporated by 
Royal Charter in 1835 for the purpose of developing the 
then convict settlement of New South Wales The Union 
of Austraha, incoiporated in 1837, and the English, Scottish 
and Austrahan Bank in 1852, were similarly intended to 
finance what was then a new and pnimtive country In 
later times when the colonies became more developed, it 
became usual to incorporate them under Acts ot the 
colonial parhaments 

More recent companies have been incorporated under the 
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Companies Acts of the Commonwealth Government, and 
their offices in London are branch offices The seventeen 
Canadian banks are all formed under the provisions of the 
Dommion Bank Act, and no institution doing general 
banking business m Canada is allowed to call itself a bank 
unless it IS so registered On the other hand, banks formed 
to do busmess in Crown colonies aie stiU fiequently incoi- 
poiated imder English laws The British Bank of West 
Africa, for instance, was established m 1894 under English 
law and had its head office at Liverpool until 1910, when it 
was transferred to London The Hong Kong and Shanghai 
Banking Corporation, on the other hand, is legulated by 
special ordnances of the Legislative Council of Hong Kong 

The activities of the colonial banks in the London Money 
Market may be stated to be as follows — 

(1) The Australian banks, Canadian banks, and South 
African banks act as the agents of the parent institutions 
in the colonies foi the provision of exchange on London 
They finance the exports of the colonies by arranging for 
the acceptance and collection of drafts drawn undei the 
terms of the export credits on London, and sell exchange 
in London to English traders who have to make remittances 
to the colonies Similaily they open credits in London 
under instructions of the head offices in the colonies for 
the acceptance of documents, etc , relating to goods 
exported fioiii this country 

(2) They act as the transfer agents of colonial under- 
takmgs that have financed themselves in London 

(3) They act as the issue houses for many colonial loans 

(4) They pay the dividends and coupons on many 
colonial loans 

(5) They hold the accounts of many colonial industrial 
undertakmgs that have offices in London 

(6) They act as the paying agents for travellers’ cheques 
and letters of credit issued by their head offices in the colomes 

(7) “ The exchange banks " is a rather general term 
meant to include those banks that are specially concerned 



with financing the trade of India and China, winch countries, 
not having a gold standard, had exchanges peculiaily 
liable to fluctuation Before the establishment of the gold 
exchange standard in India, the Chartered of India, the 
Hong Kong and Shanghai, and other exchange banks were 
particularly concerned in the purchase and sale of exchange 
on India and the remittance of silver to Chma 
Smee the stabihzation of the Indian exchange by the 
adoption of the gold exchange standard, exchange banks 
no longer make the profits they did by reason of their 
monopoly of exchange facihties jXhey now accumulate 
funds in London by the collection of drafts remitted from 
their branches abroad for the credit of commercial exporting 
houses abroad, and in normal times transfer the funds 
by the purchase of India Council bills j The Chinese banks 
also make profits from time to time by participating in the 
issue of the vaiious Chmese loans For some time past 
the Chinese Government has been financed by what is 
called the “ Chinese consortium. ” an international syndicate 
of banks ot vanous countries that have the support of their 
respective governments In the terms of every loan issued 
by the consortium it has been stipulated that the Chinese 
Government in future shall not issue any further external 
loans save through the members ot the consortium The 
unconcealed motive of the clause is to keep the monopoly 
of the issue of the loans in the hands of a limited number of 
banks and financial houses that are members of the con- 
sortium From time to time, however, the consortium has 
had differences with the Chinese Government and the 
members have apphed to their respective governments to 
put diplomatic pressure on the Chinese Government to 
reform its taxation system or to do whatever the consortium 
of banks has thought ought to be done to raise money to 
pay the interest on its obligations The government of a 
demociatic country, such as England, is wary about 
embroiling itself with a foreign power at the lequest 
of one or two foreign banks and colonial exchange banks 
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who may have made a bad bargain with a foreign govern- 
ment Each time the Enghbh Government has thought 
fit to put diplomatic pressuie on the Chinese Government 
to pay the mteiest on its debt, it has msisted that there 
shall be more general support behind its action, and 
additional member banks have been allowed to enter the 
consortium The Chinese consortium which formerly 
included Japanese, Enghsh, German, French, Amencan, 
and Belgian banks, was based on a six-power pact between 
the respective governments and the Chmese Government 
As a result of the War, Germany has been excluded, and 
Belgium IS not m a financial position to render Chma any 

1 assistance The Chinese consortium since 1920 has there- 
fore rested upon a four-pow er-pa ct The general prmciples 
upon which the consortium bargains with the Chinese 
Government have been made known to the pubhc, but 
practically nothing is known about the relations of its 
member banks among themselves and m what proportion 
they divide their profits 

Foreign Banks in London. 

Before the War the Liberal Party m Germany used to 
quote London as an example of how commercial and 
financial power can be built up by a policy of free inter- 
course One writer made a list of the various German 
famihes, the Rothschilds, the Barings, the Speyers, the 
Fruhhngs, the Schusters, and the Goschens, which have 
since become pillars of British finance, and endeavoured 
to show how much Germany might have gamed had her 
policy in the past induced these famihes to remain m 
Germany English wnters, on the other hand, have gone 
to some pains to convince the British public that Germany 
gained by the policy of exclusion and endeavoured to show 
that the presence of the German banks m London was a 
menace to national security 

A great deal can be said for and against the absolute 
freedom with which foreign institutions are allowed to 



open branches Whereas the law of New York State does 
not allow a bank incorporated under foreign laws to open 
a branch without first obtaining a hcence and subjecting 
it to many other restrictions/ any foreign bank can open a 
branch in London, and at present no law is ui force to limit 
its operations If an Enghsh bank desires to open a branch 
in a foreign country, in most cases it finds that it is hable 
to pay foreign corporation taxes on the whole of its capital 
For this reason it is generally necessary to form a private 
company with a small nominal capital or buy up an existing 
foreign company and re-construct it, or float a company 
under foreign law as a separate corporate entity Lloyds 
and the National Provincial Foreign Bank, Ltd , was 
ongmally the firm of Armstrong & Co , of Pans and Havre, 
which Lloyds bought up in 1911 and renamed Lloyds Bank 
(France) Ltd In October, 1917, the National Provincial 
bought a share in it without making any change in its 
corporate character The London County and West- 
minster Bank (Pans), Ltd , was ongmally a branch of the 
London County and Westminster Bank, London Between 
1913 and 1920 it had opened several branches in Spam as 
well as in France In 1920, as a means of preventing the 
further extension of foreign banks in Spain, the Spanish 
Government put a tax on the total amount of capital and 
reserves of all foreign banks having branches In order to 
avoid paying such exorbitant taxation, the London County 
and Westmmster Bank (Pans), Ltd , was turned into a 
pnvate company, and the property m the Spamsh and 
Belgian branches was transferred to it At the same time 
its name was changed to the London County, Westminster 
and Parr’s Foreign Bank, Ltd, the capital in which is 
still held entiiely by the home mstitution As the 
Spamsh Government continued to pass differential legis- 
lation against foreign banks, the Spanish branches at 
Barcelona, Bilbao, and Valencia were, in 1921, discontinued, 
and the Spanish organization centred m Madrid Many 
' See section 145 of the Banlang Law ot New Yoik 
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other instances could be quoted of how English banks are 
placed at a disadvantage as legaids opening in foreign 
countries while foreign banks may open blanches with 
pel feet freedom in the United Kingdom 

Foreign banks in London are of two kinds those that 
are mere branch agencies of some larger parent institution 
organized under the laws of a foreign country, and others 
that are companies organized under English law which 
have branches and do most ot th&r busmess abroad To 
the first class belong the branches of French banks in 
London, the Comptoir National d’Escompte de Pans, the 
Credit Lyonnais, and the Society G6n6rale At the out- 
break of the War three great German banks, the Dresdner, 
the Disconto Gesellschaft, and the Deutsche, had branches 
in London These branches were promptly put into 
hquidation and their assets later realized The premises 
of the Dresdner at 65 Old Broad Street, were bought up 
by the Midland, and those of the Deutsche by Barclays 
Bank They aie now the Overseas branch and country 
clearing department of these two banks respectively The 
Anglo-Aiistrian Bank was also closed down under the same 
order, and the present bank of that name is a totally diffei- 
ent company registered yth March, 1922, under English 
law, with its head office in London, and an authorized 
capital of £2,000,000 

In 1921 representations were made in certain quarters 
as to the desirabihty of the German banks being allowed 
to open branches again m view of the fact that Barclays 
Overseas and some other Enghsh banks had opened branches 
m the occupied temtory of Germany The pubhc was, 
however, decidedly averse fiom such a licence being given, 
and It IS difficult to see what busmess the German banks 
could, under present circumstances, undertake m London 

The branches of the Italian, Belgian, and USA banks 
are nearly all branch agencies of the liist class belonging 
to larger concerns incorporated under the laws of those 
countnes On the other hand, the South American and 
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many Russian banks aie companies organized under 
English law Although many banks are in this way 
English coiporations, their shares may be owned by 
foreign interests and they may be more alien m their 
character and methods than, say, a bank hlce the Imperial 
Ottoman which is essentially a Franco-Bntish concern, 
although incorporated under a firman of 1863 granted by 
the Turkish Government 

The functions of the foreign banks in London are 
extremely diverse — 

1 (1) In many cases they are representative institutions 

of some foreign country in a backward condition which is 
[anxious to borrow money in London The branch or bank 
in London acts principally as the fiscal agent in London of 
the foreign government to pay the interest on loans issued 
by foreign govei nments in this country Thus the Imperial 
Bank of Persia was fonned m 1889 under the terms of a 
concession from the Persian Government, and given an 
exclusive nght of issue of notes and a monopoly of banking 
for sixty years from 30th January, 1889 The Bank was 
wholly exempted from taxation, but the Persian Govern- 
ment was entitled to 6 per cent of the net profits provided 
that it should never receive less than £4,000 in any year 
(11) Many foreign banks aie closely connected with 
mdustrial concerns abroad, and issue loans on their behalf 
to enable these companies to carry out the work for which 
they have obtained special concessions Thus most of the 
Russian banks acted as agents for Russian lailway com- 
panies which were importmg locomotives and lailway stock 
In later years Russia imported machinery and railway 
equipment fiom Germany, and the Russian banks got 
most of their business from the financing of the timber, 
wheat, and oil exports of Russia to this country Aftei 
the Bolshevist revolution the property of the mam offices 
of these banks was conscripted by the Russian Gox'einment 
In Older to protect the interests of their customers, who 
were mostly English people, several of the Russian blanches 
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in London organized themselves as separate companies 
under English law 

(in) They act as exchange agents for their mam offices 
abroad and for other foreign banks Before any foreign 
bank can carry on a foreign exchange business it must 
establish credits abroad on which it can sell transfers and 
to which it can have exchange credited which it has bought 
If it keeps its balances with foreign banks, it is true that 
it IS saved the tiouble and expense of mamtaimng a foreign 
branch and paying foreign taxes On the other hand, it 
has to maintain much larger balances, for before a bank 
can buy and sell transfers it must always be certain that 
its balance, allowing for remittances m the post and advices 
that have not yet been received, will cover the difference 
between what it has bought and what it has sold A bank 
that uses a foreign bank as a correspondent must keep a 
laiger balance than it would be obliged to keep with its own 
branch Its own branch will anticipate any exchange 
difficulties of its parent office and by the discount of accept- 
ances or pledge of secunties meet the foreign drafts the 
parent office abroad has sold A foreign bank acting as a 
correspondent is not so accommodating and charges hand- 
somely for any overdraft it allows Alternately, the 
balances kept with a coi respondent m London do not earn 
anything like so much interest as its own bianch or agency 
can make by employing the funds of the foreign head office 
m the London market 

(iv) The branches of foreign banks take deposits from 
the general pubhc in London on current and deposit 
account, and they use these funds as sterling balances to 
meet the drafts and telegraphic transfers sold by their 
head offices abroad In most seasons of the ycai the rate 
of interest in London is lower than in New York and 
Continental centres If the foreign banks abroad did not 
maintain branches m London which were at liberty to 
take deposits, the head offices would have to buy exchange 
in the foreign markets This would mean takmg up money 
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in a centre wheie it would be earning high rates of interests 
and putting it on deposit with a correspondent in London 
where rates are low The customers of the branches of the 
foreign banks m London are mostly foreign merchants 
in London and subsidiaiy companies owned by parent 
companies who keep their accounts with the head offices 
abroad By having the accounts of both the parent 
institution and a subsidiary company in England, or of a 
foreign merchant and his agency in London, the head 
office abroad can arrange to make remittances and grant 
other exchange facilities at minimum charges 

The Merchant Bankers. 

These are a class of large importmg and exporting finns 
that, in addition to their regular business in trade, carry 
on an accepting business and advance money to their 
clients by accepting their accommodation bills Fonncrly, 
before the joint stock banks entered into the foreign 
exchange business and there were fewer agencies of the 
foreign banks m London, the only way an exporter in this 
country could ship his goods to some remote countries 
with anything like certainty of being paid was for the 
foreign exporter to open a credit with one of the big im- 
porting firms m this country that also had an agency in the 
country abroad The importing firm became a merchant 
banker in its relations with the English exporter which 
drew on it for the amount of the shipments against the 
delivery of the shipping documents The shipping docu- 
ments were sent out to the merchant banker’s foreign 
agency and held until the foreign importmg firm was in a 
position to take them up Within recent years there has 
been a tendency for the merchant bankers to disappear 
owing to the extension of foreign exchange facilities Some 
have become bankers purely and simply, and others have 
confined themselves to their own particular importing 
tiade Many firms referred to as “merchant bankers” 
are merchants no longer Rothschilds, for instance, act 
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as the fiscal agent of foreign governments to issue foreign 
loans and pay the interest on them, and are one of the firms 
of bulhon brokers who fix the market price of gold and at 
one time controlled the market m quicksilver The 
partners are nevertheless not considered bankers in the 
full sense, and have for that reason never been made 
ineligible for a seat on the boaid of the Bank of England 

The Bill Brokers 

The bill broker is a financial agent peculiar to the London 
Money Market m so far as he acts as a middleman between 
the bankei and the concern selling its biUs The bill 
broker is as old a member of the money market as the banks 
themselves Many of such firms can trace their existence 
back to the times of the goldsmiths The bill broker is a 
specialist who buys biUs from his chents with money which 
he borrows from the banks He borrows at one rate and 
charges discount to his chent at a higher, the di fference 
being his turn or profit The bill broker may reahze his 
profit either by pledging the bills he has discounted as 
collateral for a loan, or by selling them outright to a bank 
at a lower rate, the difference bemg of the nature of a com- 
mission which the bank is prepared to pay him for the use 
of his specialized knowledge and discernment m malang 
a choice of such bdls If the biokei rediscounts the bills 
the bank has the additional guarantee given it by the 
broker’s endorsement Within recent j'eais a number of 
the old-established discounting firms have been formed into 
companies with limited liability Of the discount com- 
panies the National is the oldest, datmg back to 1856 
The Union Discount Co of London, Ltd , the next oldest, 
was originally a partnership formed in 1810 and became a 
limited company in iqig Alexanders was incorporated 
in 1885 Bakei, Duncombe & Co , a partnership foimed 
in 1866, became a limited company m 1905 

Unlike the discounting firms the discount companies 
obtain their funds to some extent m the same way as a 



TYPES OF ENGLISH FINANCLVL INSTITUTIONS 53 


bank by the acceptance of deposits from the public 
Unlike the partnerships they retain a larger percentage of 
their bills untd maturity, and are less dependent upon the 
banks for their funds It is one of the peculiar features 
of the London Money Market that a joint stock bank of 
any reputation wdl never rediscount its bills A jomt 
stock bank never goes to the Bank of England m the same 
way that, say, a member of the Federal Reserve system 
in New York habitually goes to the Federal Reserve Bank 
to discount a portion of its portfoho in order to increase 
its percentage of cash When an English joint stock 
bank wishes to strengthen its cash position it recalls its 
loans from the bill brokers They in turn have to find 
the money from somewhere and if other joint stock banks 
will not advance, their last resource is to go to the Bank of 
England The banking department of the Bank of 
England can obtain the necessary funds only by appl3ang 
for additional notes from the Issue Department The 
Issue Departent can issue additional notes only if they 
are backed pound for pound m gold In order to pievent 
the bill biokeis putting unnecessary claims on them for 
accommodation the Bank directors put up their rate of 
discount In time of crisis, however, the bill brokers and 
othei membeis who have bon owed money at call and are 
required to repay it, must find the money somewhere even 
if the Bank is charging 9 or 10 per cent for accommodation 
The Bank can give accommodation only by allowing the 
Issue Department to issue notes not backed by gold 
The Bank applies to the Government for a guarantee that 
if in the interests of the nation the Bank grants accommoda- 
tion by issuing notes not fully backed by gold, the Govern- 
ment wiU be prepaied to bung m a bill to indemnify the 
Bank from the penal consequences of its action This 
piocedure is generally called suspending the Bank Act , 
and has been resorted to in and 1866 In 

1857 the Bank issued £2,000,000 in excess of the statutory 
limit. These notes were placed m the Banking Department 
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to be ready for making additional accommodation, but 
as on other occasions the news that the Bank Act had been 
suspended was sufficient to restore confidence and only 
£928.000 of the additional notes actually passed into 
circulation Not smce 1866, not even durnig the Baring 
Crisis of 1890, was the Act agam suspended until the 
outbreak of the War, when by Section 3 of the Currency 
and Bank Notes Act, 1914, the Bank was allowed, with the 
consent of the Treasury, temporarily to issue notes m 
excess of the legal limit As a matter of fact the Bank 
did not take advantage of this, but relief was afforded by — 

(a) The extension of the bank holiday, and the moia- 
torium on the payment of bills of exchange which was 
twice extended 

(b) The issue of the £i and los Tieasury notes under the 
provisions already described 

(c) Making Country, Scotch, and Irish notes and postal 
orders legal tender for a time 

(d) The closing of the Stock Exchange, and for some time 
prohibiting the selling of Consols at less than a price fixed 
by Royal Proclamation 

The Issue Houses, the Investment Trusts and 
Institutions Formed for Special Purposes. 

Loans may roughly be divided into five classes — 

(a) Loxns of the English Government Wlien the 
English Goveinment is issuing a large loan, such as one of 
the Victory Loans, it uses every available means for 
putting it on the market The largest sellers aie, of course, 
the ]omt stock banks, who put the annomicements on the 
counters of their branches and take in subscriptions all 
over the country They themselves purchased large 
parcels of the vanous loans dunng the War and made 
special facilities available for large customeis, such as 
insurance companies and bmlding societies, to take amounts 
and pay for them by instalments 

(61 Foreign Government External Loans These 
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were formerly entirely in the hands of certain famous 
finance houses such as the Barings and the Rothschilds 
Since the inciease in the number of branches and agencies of 
foreign banks in London, the blanches of the foreign banks 
concerned now handle most of the loans lor their respective 
countnes The terms of the loan are usually advertised 
sometime beforehand, and subscriptions are frequently 
paid into the branch ot a joint stock bank which applies 
for the loan on behalf of its customers through its stock 
office 

(c) Municipal and L^rge Industrial Issues These 
are mostly put out by one or more banks who act as agents 
for the mumcipahty or railway company or public under- 
taking that is issuing the loan Usually the public company 
or mumcipahty that is making the loan apphes to the banker 
who keeps its account It may be carrying a large loan 
on overdraft and it is on the advice of the joint stock 
bank concerned that it is induced to pay off the overdraft 
by raising a permanent loan The terms of the loan are 
talked over with the management of the bank, and one or 
seveial firms of stockbiokeis approached with a view to 
getting the loan underwritten The piospectus is sent 
out to all the branches, and any customers in any part of 
the country are free to send then application through 
their respective branches to the New Issue Office at Head 
Office Many applications are also received from persons 
who are not customers, handed in over the counter and by 
post Other banks who arc not paiticipating in the loan 
also make application for the loan on behalf of their 
customers The New Issue Department of the bank 
issuing the loan is paid for its trouble usually on the basis 
of cash payment foi the cost of cleiical labour and stationery 
used and a peicentage of the total amount of subscnptions 
Except that the bank may be inteiested fiom other points 
of view in the success of the company, it has no inteiest m 
the success or failure of the loan This is contiary to the 
banking practice of nearly every other country In New 
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York, for instance, it is usual for a syndicate of finance 
houses, banks and tiust companies to be foimed to put out 
any important loan. The head firm m the syndicate makes 
a contract with the corporation issuing it to buy the whole 
of the loan at a certain puce, and the members of the 
syndicate make then profit by selling it to their clients at 
higher prices when the market is favouiable The market 
may not be favourable for many years and aU that time the 
syndicate is carrying the loan and may eventually get out 
of it at considerable loss, or alternately, it may sell its 
parcels at a considerable premium The members of 
the issuing syndicate take the risk In England tins very 
seldom happens and it has always been thought undesirable 
for banks, no matter how great their resources, to indulge 
in speculation m new issues In England it is the stock 
exchange firms that underwrite the issues They and the 
issuing companies themselves carry the risk of the failure 
of the loan 

( d ) Issues of Capital of an Industrial Undertaking 
OF AN Average Size These are undertaken by the joint 
stock banks in the same way as the larger issues Instead 
of several banks participating, the bank where the concern 
keeps its account is usually the sole agent The procedure 
is usually one of the company approaching the manager 
of the bank where it keeps its account and, the matter 
being too large for him to settle himself, the concern is 
referred to the general management at the Head Office 
The company lodges a copy of its Memorandum and 
Articles of Association and other documents that attest 
the capacity of the company to raise the loan, and these are 
inspected by the general management who satisfy them- 
selves that at any rate there is nothing fraudulent or 
K/fra vires about the proceedings Wliat it thmks of the 
prospects of the company the bank invariably keeps to 
itself and customers are never advised to subsciibe or not 
to subscribe to the issue A supply of prospectuses 
is sent to each branch, and if a customer chooses to fill 
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one up and send forward his subscription, the bank is in 
no way interested beyond the commission it receives from 
the company on the total of such subscriptions or whatever 
IS the form of remuneration for the clerical work involved 
[e] SiLiLL Issues In this country there is no special 
class of company promoters such as one finds m America 
who, so to speak, make a living by assembhng propositions 
into smtable forms so that they can be turned into corpora- 
tions In England the majority of companies formed 
result from the change of a partnership into a company to 
work an existing business The partners may be alone m 
their venture or they may seek additional aid from some 
other fnends in the same hne of business A company is 
formed for the purpose of takmg over the properties of the 
partnership and the partners may be paid in cash or in 
shares of the oidmary kmd or beanng special privileges 
and liabihties to which the other shareholders are not 
subject The issue of the capital of a small concern is 
usually not effected by a bank at all but by some firm of 
stockbrokers who associate themselves with other stock- 
brokers in a miniature syndicate which sells the shares 
among their clients and friends who are willing to take a 
portion of what is generally a highly speculative investment 
Facilities for the floating of small industrial concerns of this 
nature arc admittedly inadequate in this country, and for 
that leason it has several times been proposed that the 
joint stock banks should form industrial banks which should 
make a special business of issuing such loans by forming 
syndicates in the same way that the issue houses m Germany, 
backed up by the German Commercial banks, form 
consortia to take up new issues of capital 
Tiil British Shareholders Trust, Ltd The forma- 
tion in 1916 of the B S T (Bntish Shareholders Trust) 
initiated an interesting and important development in the 
marketing of piovincial securities The organization con- 
sists of a Central Trust Company m London and five allied 
compames m the more important provincial centies At 
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each centre is an executive assisted by an advisory board 
elected from brokers nominated by shareholders of the 
Trust It undertakes the marketing of new securities, 
the underwriting of new issues, and the sale of large blocks 
of securities of deceased persons The shareholders aie 
composed in a gieat measure of those connected with the 
management on the one hand they bring to the notice 
of the Trust oppoitunities for profitable business, on the 
other they foim a market in which the Trust quickly and 
economically may dispose of at least a pai t of its issue The 
organization is a powerful one, the aggregate capital of the 
SIX allied Trusts amounting to nearly two and a half 
million pounds It has aheady carried thiough a numbei 
oi important issues and in one case underwritten an issue 
amounting to sixteen million pounds 
Investment Trusts If one glances at the Slock 
Exchange Official Intelligence he will see that there aie a 
large numbei of companies describing themselves as 
trusts of various descriptions Some of these are com- 
panies formed for the purpose of acquiring property of a 
specific character or location and managing it foi the 
benefit of the members Thus there arc a class of “ burial 
trusts " that have bought up lands near growing towns and 
obtain an income by letting them as burial plots Others 
are formed to acquire land and sell it as building plots 
The principle behind aU these undertakings is tlie same — 
to raise money foi investment m property of various 
kinds paying different lates of income and by splitting the 
risk over many tjqics of property, to make an income at 
a higher rate available for distribution to their shareholdeis 
An investment trust is a particular type oi public trust in 
so far that instead of placing its members’ funds in real 
property it makes a speciality of investment in what are 
regarded as speculative secuntics It is said that the 
only person who can afford to buy speculative securities is 
the person with plenty of capital ivho is able to " put his 
eggs m sei^eral baskets,” and wiU not feel the loss in the 
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case of the non-success of some of the ventures The 
principle on which the investment trust works is of in- 
vesting Its members’ capital in many kinds of securities 
and at the same time establishing out of accrued prohts 
a reserve fund to provide foi possible losses An 
investment trust is, so to speak, an insurance company 
which by spreading its iisks over many investments ensures 
its members a higher income than if they invested in fixed 
interest bearing securities, and at the same time lowers 
the risk they would otherwise run if they attempted to 
invest their individual capital in one concern themselves 
In addition many financial trusts undeitake the work of 
issue houses by bu5nng large parcels of shares diiect from 
the compames and selhng them subsequently when prices 
are advantageous Financial tiusts distribute the risks 
on their investments on several diffeicnt plans — 

(a) Geographically Some tiusts make a point of dis- 
tributing their investments m undei takings aU over the 
woild It IS argued that although wais and fainmes maj? 
occur m one Country to impede the piogtcss of its commerce 
and industry, such unfortunate events cannot occur all 
over the world at the same time It is taken foi granted 
that such an event as the World War in which very nearly 
ever}' important country was embroiled was an event that 
IS never likely to happen again The Foicign and Colonial 
Goveinment Trust was formed in 1868 with a view to 
making it possible foi the “ mvestoi of modeiale means to 
obtain the same advantages as the laigc capitalist m 
diminishing the risk of investing in iorcign and colonial 
government stocks, by spicading the investment ovei a 
number of different stocks and lescrving a poition of the 
extra interest as a sinking fund to pay oil the oiigmal 
capital ” 

{b) According to Industries^ Investments aic inaelc m 
undertakings of vaiious kinds though possibly localed all 
in the same area 01 country In this way it is assumed that 
although the tunes may not be piopitions lot a p.uticulai 
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industry and there may be failures in it, yet it is almost 
inconceivable that all the mdustries of a country will be 
effected by a slump simultaneously Perhaps the iisk is 
not so widely distnbuted as in the case of geogiaphical 
distnbution, but on the other hand, if a company, for 
instance, makes all its investments in British industries, 
it IS not so likely to make one very bad investment, and 
it IS able to take a much more active interest in the working 
of the companies in which it has invested money and can 
take action against directors much more easily than if 
they are domiciled m a foreign country 
(c) By D%stnbutmg the Investments over Shares and Bonds 
having different Rights and Priorities ^ It is a common 
experience that when industrial shares rise in price, fixed 
interest bearmg securities, such as consols war loans, 
municipal bonds, etc , decline, and when theie is a slump 
in trade the price of fixed interest-bearing securities tends 
to nseJ By a judicious investment in diffeient classes of 
shares and Government bonds it is possible to obtain a 
standardized income to be paid to members at a higher 
rate than if an individual bought shares of one class himself 
The Council of the Coepoeation of Foeeign Bond- 
HOLDEES In addition to the above types of financial 
institutions which are more or less organized on standardized 
fines, there are several institutions unique in themselves 
which were originally formed and are now contmued for 
some special purpose Probably the most remarkable 
of these is the Council ot the Corporation of Foreign 
Bondholders It was founded in 1868 followmg an 
agitation among Bribsh bondliolders of American railroad 
securities, who, for want of better organization among 
themselves, had suffered great injustice consequent upon 
the failure and re-organization of Amencan railroads which 
had been going on for some time past At that tune the 
majority of bondholders in Amencan lailioads were 
Bntish investors Followmg the period of intense com- 
petition among the American railroads, which lasted 
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through the early sixties, a number of important American 
raihoad corporations went into liquidation as the prehmm- 
ary process tor their re-orgamzation In spite of the most 
solemn covenants in the bond indentures, the committees 
oi management and re-organization committees of the 
railway corporations proceeded to reduce the nghts and 
priorities of senior bondholders, and in spite of the mort- 
gages bondholders held over the properties of the concerns, 
which m normal circumstances would have required the 
common shareholders to share the brunt of the losses, the 
courts, no doubt influenced by the consideration that the 
holders of the common stock were all poweiful American 
financiers, assented to the re-organization arrangements 
The Council of Foreign Bondholders was formed to help 
put a stop to such practices It was formerly impossible 
for bondliolders as mdividuals to get their legal nghts 
respected, and the only alternative was to form some kind 
of committee which should take the bonds in trust for the 
holders and meet the compact group of holdeis of common 
stock on a fairer footing 

The Corporation of Foreign Bondholders received a 
special licence from the Board of Trade in 1873, and was 
incorporated by Act of Parhament in 1898 Under the 
piovisions of the Act the Council of twenty-one members 
IS elected as follows Six members are elected by the 
British Bankeis’ Association, six are nominated by the 
London Chamber of Commerce, and nine are co-opted by 
the Council as a whole 

The principal function of the corporation is stiU the 
protection of the legal nghts and prionties of bondholders 
of foreign securities on which default has been made 
Occasionally the corporation takes up the case of injustice 
to a particular bondholder and, so to speak, makes a test 
case of it For the most part the committee acts as a 
pennanent body legally capable of takmg bonds on deposit 
in trust for the holders imder an agreement to represent 
their mterests and strike the best bargam on their behalf 
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With the defaulting governments or concerns The com- 
mittee has permanent offices in 17 Moorgate, London, and, 
m addition to the above services, the committee maintains 
a bureau of statistical mformation relating to national and 
business finance in all countries, which are put at the 
disposal of investors or other interested parties 
For the most part the Council act through various 
bondholders' committees associated with them under the 
rules and regulations of the corporation Wdien a foreign 
government or large foreign mdustnal concern or munici- 
pality defaults on its bonds, the bondholders interested 
convene (by notice advertised m the financial newspapers) 
a meeting of bondholders who then proceed to elect a 
committee to represent them The interests represented 
by the Council are so ivide that there is no important failure 
abroad m which its members arc not interested, and they 
will nearly always be prepared to do then best if the bond- 
holders solicit their assistance Sometimes a committee 
IS elected by the bondholders at the meeting, and this 
committee works in liaison with the committee of foreign 
bondholders, and sometimes the committee is left to the 
nomination of the Council in which case it usually contains 
one or two members from the Council and some of the 
larger bondholders who agree to act The President and 
the Vice-President of the Council are ex ofiexo members of 
all committees The committee carries on negotiations for 
a settlement and advises the Council as to whether the 
proposals made by a foreign state 01 concern shall, or shall 
not, be recommended to the acceptance of the general 
body of the creditors The Council reserve entue freedom 
of action for themselves, but usually the relations between 
the Council and the bondholders’ committees are of a 
thoroughlj. harmonious and cordial character 
The Council promde the committee with house loom and 
supply them ivith skilled assistance they place at then 
disposal the benefit of their long expenence m dealing with 
defaultmg nations and, in addition to this, advance such 
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sums of money as may be required to defray the necessary 
expenses connected with the negotiations In many cases 
these negotiations are spread over many years and the 
expenses involved are often very heavy, especially in 
instances hke that of Virginia where costly and complicated 
legal proceedings were undertaken on behalf of the bond- 
holders against the state, and case after case was earned 
up to the Supreme Court gf the USA Apart from the 
outlay involved in such negotiations and htigation, the 
ordinary expenditure of the corporation averages about 
£12,000 a year 

The mvested funds of the corporation amount to about 
£150,000 and yield a revenue of about £7,000 a year Any 
surplus remaining after defraying the expenses becomes 
part of the General Fund of the corporation which is held 
by the Council as trustees for the benefit of British investors 

When it is bonie in mind that the corporation has been 
concerned in the settlement of debts aggregating not much 
short of the gigantic sum of £1,000,000,000, it is evident 
that even had the whole of the chaiges fallen on the bond- 
holdeis the percentage of cost on this account would have 
been exceedingly light in view of the labour expended and 
the results achieved 

Resolutions expressing cordial appreciation of the service 
of the Council and thanking them for their support and assist- 
ance have been passed at public meetmgs of the holders of 
the debts of Spain, Portugal, Turkey, Colombia, Costa Rica, 
Ecuador, Guatemala, Nicaragua, Paraguay and Venezuela 

AMALGAMATIONS AND THE TREASURY 
COMMITTEE OF 1918 ^ 

As has been shown in the outlme of the “ big five ” the 
following classes of amalgamation have been common 
among English banks — 

(i) Absorption by the Purchase of a Banking 
Partnership ok Private Company The particular 

1 Cd 9052 
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terms of course vary with the particular bankmg firm that 
IS being absoibed The agreement usually provides that 
the proprietors of the absorbed firm shall be paid so much 
cash and mterest by instalments over a certain penod 
In this way the depletion of liquid assets which cash pur- 
chase inevitably requires of the absorbmg concern, can be 
foreseen and allowed for by the sale of other securities, etc , 
during the penod that the purchase is bemg completed 
The absorbed bankmg firm passes completely out of 
existence and becomes " lock, stock and barrel ” the 
property of the absorbmg bank The personal relationship 
between the old banking firm and its customers is fiequently 
maintained by electing to the board of the absorbmg 
bank one or two of the propnetors of the absorbed concern 
Thus the National Piovmcial and Union in 1923 absorbed 
by purchase the bankmg firm of Dingley & Co and at the 
same time elected two of the partners, Mr J Dmgley and 
Mr E D Pethybndge, to their local board at Launceston 
By a smiilar agreement Lloyds Bank absorbed the private 
company of Cox & Co 

(2) Affiliation by Purchase of Shares This may 
be effected in two ways, either by the purchase of the shares 
of the affiliated concern m the market or by advertisement 
to shareholders, or by acqmnng the shares of the affihated 
concern by an offer of shaies in the absorbmg concern 
The first method is unusual, and can be effected only m 
the case of the absorbed bank bemg a small concern the 
shares of which are closely held by one or two interests 
and can be bought by arrangement, the purchase price to 
be paid over a period of time Such an arrangement is 
impossible if the shares are held by a number of private 
persons Purchase by exchange of shares is more common 
and IS usually necessary if f c absorbed concern is large and 
the purchase by cash cannot easily be effected by a single 
bank and it is unwiUmg to participate with others Of 
this nature was the affihation of the Ulster with the London 
County Westmmster and Parr’s, and of several of the 
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other Scotch and Irish banks that are now controlled by 

I Enghsh joint stock banks iln all these cases the afliliated 
bank continues its corporate existence and has its separate 
board and publishes its separate balance sheet as before j 
(3) Amalgamation Proper, One Ba.nk going into 
Voluntary Liquidation and the Other Buying it up 
BY THE Offer of Shares In this case the amalgamated 
bank ends its corporate existence and is completely 
swallowed up by the amalgamating bank The procedure 
IS governed by Section ig2 of the Compames (Consohdation) 
Act, 1508 The amalgamating bank usually makes the 
offer provisionally upon a certain proportion of the share- 
holders of the amalgamated bank acceptmg The exchange 
of shares is usually suggested on the basis of the prices of 
the shares of the absorbmg and absorbed bank respectively 
in the market, having regard to the amount of imcalled 
capital on them Awkward splits are sometimes got over 
by an additional cash payment Usually the shareholders 
of the amalgamated bank are offered such good terms that 
there are piacticaUy no dissentients, although if there are 
any they can compel the absorbmg bank to compensate 
them for their shares by agreement or by arbitration In 
America absorption of a company is sometimes defeated 

shares in an amalgamated concern for the sake of dissenting 
and holding up the merger, thus creating a nuisance value 
for their shares The shares of an Enghsh bank are so 
widely held that this would be difficult in England and, as a 
matter of fact, it has never occurred In some instances the 
customers of a bank have resented the change of ownership 
and have made such strong representations to the absorbmg 
bank that the offer has been declined at the last moment 
Some years ago a London bank made attractive offers 
to a certain Manchester bank The banking customers 
of the Manchester bank resented their affairs bemg 
attended to by a London bank and grew so hostile that 
the scheme was given up 
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As lias been explained, amalgamations of banks in this 
country have been brought about for the following reasons — 
[a] Country banks have been absorbed because they 
were a type of institution that had served its times and 
could not be developed any further They could not 
meet the competition of the joint stock banks, and they 
were glad to seU their connections to the joint stock banks 
who in most cases offered them very satisfactory terms 
{b) A bank that had a seat in the Clearing House was 
always open to receive good offers from joint stock country 
banks that were anxious to obtain direct representation 
in London and a seat in the Cleanng House There were 
thirty-five private banks in the Cleanng House whenthejoint 
stock banks fust gained entry in 1854 , theie is now only 
one, Glyn, Mills &. Co , that is completely mdependent 
(c) It there w'ere not a deliberate attempt of one bank 
to outdo the rest, and if there were no race for additional 
deposits so as to lay claim to be the biggest bank in the 
world, it IS tiue to say that the amalgamation of one bank 
with another forced some other bank to amalgamate with 
j et anothei so as not to lose its place in order of size This 
process w'ent on until, by 1913, there were about twelve 
predominant institutions The War held up the amalgama- 
tion movement, but in 1917, the amalgamation of the 
London Prorincial and South Western with Baiclays, 
the National Provincial with the Union ot London and 
Smiths, the London Coimty and Westminster with Parr's, 
Lloyds with the Capital and Counties, and the London City 
and Midland with the London Joint Stock, formed five 
predominant mstitutions which may be said to have 
between them a monopoly of jomt stock banking in Eng- 
land These amalgamations occurred just about the time 
that the peace negotiations were being discussed m Pans, 
and as the newspapeis were speaking of the premiers of 
Great Bntam, France, Belgium, Italy, and the President 
of the USA as “ the big fiy e.” by analogy it became the 
fashion to speak of the five predominant institutions m the 
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English banking world as the " big five,” a phiase that 
has lasted ever since 

By this time the public had been aioused to the danger 
of a '' money trust ” emeiging from further amalgamations, 
and in March, 1918, a Committee of the Trcasuiywas 
appointed " to consider and report to what extent, if at 
all, amalgamations between banks may affect prejudicially 
the interests of the industrial and mercantile community, and 
whether it is desirable that legislation should be introduced 
to prohibit such amalgamations or to provide safeguards 
under which they might continue to be permitted ” The 
committee was composed mostly of bankers, and examined 
a number of bankers and business men Professor H S 
Foxwell, Professor of Pohtical Economy in the University 
of London, was the only professional economist called 
before the committee In its report the committee says — 
“ Bank absorptions and amalgamations aie, of course, 
no new phenomenon in this country About 300 in- 
stances have occurred in the past, more than half of 
which have taken place in the last fifty years In one 
or two cases arrangements made provisionally for 
amalgamation have been defeated bj? the opposition of 
local customers of the bank which it was proposed to 
absorb but, on the whole, banking policy has gradually 
but steadily pursued the path of consolidation and 
absorption and, until recently, amalgamations effected 
have, generally speaking, been carried through without 
stiiTing up serious opposition or arousing public interest 
As a result, the number of private banks has fallen from 
37 to 6 since 1891, and the number of Enghsh joint stock 
banks from 106 to 34 during the same peiiod 

“ Several recent amalgamations, however, have un- 
doubtedly piovoked an unusual amoimt of interest, and 
have been seriously criticized in certain quarters This 
change in public opinion appears to be due mamly to 
the fact that amalgamations have changed their type, 
and consist no longer in the absorption of a local bank 
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by a larger and more widely spread 30int stock bank, 
but in the union of two ]oint stock banks both already 
possessinglargefunds and branches spread ovei a wide area 
These two types of amalgamation differ veiy materially 
from one another and arguments used to justify the 
former type do not necessarily apply to the latter ” 
The foUowmg arguments m favour of amalgamations 
of the new t5ipe were then examined m detail by the 
committee — 

(a) The Convenient e and Gain to Trade Secured by an 
E xtension of Bank Areas Just as the large banks of the 
past secured certain advantages to trade by collecting 
deposits from parts of the country where they were not 
required, and placing them at the disposal of other parts 
which stood in need of advances, so it is claimed that this 
process can be earned still further with advantage by 
amalgamating large banks with one another The com- 
mittee, however, pomted out — 

'' There must be a point when the pohey of substituting 
one bank for two will usually mean a very small extension 
of area and some reduction of competition That point 
has already been reached in London and is being ap- 
proached in a few of the largest towns where most of the 
important competing banks are already established " 

(b) The Argument from Size Numerous representations 
were made to the comimttee that laige banks are better 
for traders, and particularly for large traders, than small 
banks because with their larger resources they can safely 
make individual advances on a more generous scale The 
committee did not express any definite decision on the value 
of this argument 

They then examined the objections to the furthei 
amalgamation of banks — 

[a] Writing Down of Bank Capital It was an undoubted 
fact that owing to the disappearance of banks and the 
increase m the business of others as a result of amalgama- 
tion. there was a tendency for the percentage of capital 
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and reserve of banks in proportion to tbeir current liabilities 
to decline Amalgamation schemes had usually meant a 
reduction m the paid-up capital and uncalled liability of 
the two pre-amalgamation units Any further shrinkage 
of bank capital was clearly undesirable m the interests 
of depositors if it could be avoided 

(b) Dangers of Reduced Competition Many resolutions 
had been forwarded that it was not in accordance with the 
national interests that large funds belonging to the pubhc 
should be in the hands of a few companies A reduction 
in the number of important banks would mean a reduction 
in the number of first-class acceptors of bills, and if this 
reduction went very far it would become a question 
whether the Bank of England would not have to place a 
limit on the amount of acceptances which they would 
take from any particular bank domg a large accepting 
business and whether Continental buyers would not hmit 
the number of bills taken by them 

(c) The Danger of Monopoly It was represented that 
there was a real danger lest one bank, by the gradual 
extension of its connections, should obtain such a position 
that it should attract an altogethei pieponderant amount of 
banking business or alternatively, lest two banks may 
approach such a position independently and achieve it by 
amalgamation Any approach to a banking combine or 
money trust by this, or any other means, would undoubtedly 
cause great apprehension to all classes of the community and 
give rise to a demand for nationalizing the banking trade 

The financial safety of the country and the interests 
of individual depositors and traders would be placed in the 
hands of a few mdividuals, who would naturally operate 
mainly m the interests of the shareholders The position 
of the Bank of England would be underinmed by so over- 
whelming a combination and the Bank might find it 
extremely difficult to carry out its very important duties 
as supporter and regulator of the Money Market 

Although the committee were of the opmion that no such 
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idea of forming a money trust had been entertamed, yet 
it appeared " not impossible that arcumstances might pro- 
duce something approaching to it at a comparatively eaily 
date ” For this reason the committee recommended — 

(i) That legislation should be passed requiiing that prior 
approval of the Government must be obtamed before 
any amalgamations are announced or earned into effect 

(ii) In order that such legislation might not have the 
effect of producing hidden amalgamations instead, all 
proposals for interlocking directorates, or for agreements 
which in effect would alter the status of a bank as regards 
its separate entity and control, or for purchase of one bank 
of the shares of another bank, be also submitted for the pnor 
approval of the Government before they were earned out 

(ill) The committee laid down the following general 
principles as to how the Government should act in givmg 
or refusing its permission — 

(a) A scheme for amalgamating or absorbing a small 
local bank, or any scheme of amalgamation designed to 
secure important new facilities foi the pubhc of a reaUy 
consideiable and material evtension of area oi spheie of 
acti\Tty for the larger of the two banks affected, should 
normallj'- be considered favourably 

(b) If an amalgamation scheme involved an appreciable 
overlap of area uithout securing such advantages, or would 
result in undue predominance on the part of the larger 
bank, it should be refused Consideration should also be 
given to the question of clencal labour involved by amal- 
gamations during the War and to the undesii ability of 
permitting an unusual aggregation of deposits without 
fully adequate capital and reserves 

(c) As regards the Government departments that should 
be charged with the responsibility for giving or witholding 
consent, the committee recommended that the consent of 
both the Treasury and the Boaid of Trade should be obtamed 

The legislation proposed by the committee was ne'ver 
proceeded with, but it has become an understood convention 
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that previous to any amalgamation the banks concerned 
shall first obtain the consent of the Treasury This pro- 
cedure IS not altogether a formahty It is said that the v 
proposed affihation of a certain Indian bank and one of the 
'' big five ” was not proceeded with because the Treasury 
refused its consent As regards the more recent amalgama- 
tions, the purchase of Cox & Co by Lloyds for instance, 
it has been afterwards announced that the sanction of the 
Treasury was previously obtained It may be pomted out, 
therefore, that although there exists in England nothing 
of the nature of the Cla3d;on Anti-Trust Act, the Kem 
amendment, and other pieces of legislation which operate 
in Amenca to make amalgamations and mterlockmg of 
directorates under certam circumstances illegal, the under- 
stood convention that pnor sanction shall be obtained from 
the Treasury acts as a salutary check upon the indis- 
ciimmate amalgamation of banks planned for the purpose 
of obtammg monopoly 

On 25th February, 1934, Mr Finney, M P , asked Mr 
Snowden what policy the Government would adopt 
towards any proposal for amalgamation between any of the 
" Big Five ” joint stock banks The ChanceUoi of the 
Exchequer, repljmig for the Government, stated that 
" Further amalgamation of the larger banks would not be 
likely to be viewed with favour ” 

ASSOCIATIONS OF BANKS AND BANKS’ 
EMPLOYEES 

There are m London at least five organizations that may 
he classed as professional organizations of the banking 
busmess These are — 

(1) The British Bankers’ Association 

(2) The Comimttee of London Cleanng Bankers 

(3) The British Overseas Banks’ Association 

(4) The Institute of Bankers 

(5) The Bank Officeis’ Guild and the Internal Guilds of 
various mdividual hanks 


6— (1926) 
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The British Bankers’ Association. 

This IS an association of banks and not of individuals 
According to the rules adopted at the first General Meeting 
held at the London Bankers’ Cleanng House, 28th January, 
1920, the following are eligible for membership— 

(a) Bntish banks whose main busmess and head office 
are in the United Zmgdom 

(b) British banks whose mam busmess is outside the 
United Kmgdom but who have an office in the Umted 
Kingdom and are members of the British Overseas Banks’ 
Association 

The pnmary object of the Association is the provision 
of facdities foi the discussion of matters of mterest to 
bankers The Association is managed by a President, 
Vice-Piesidents, and a General Committee, composed as 
follows — 

(«) The members for the time being of the Committee 
of London Cleanng Bankers 

(&) Ten members elected by the other English banks, 
subject to proportionate reduction should there be any 
subsequent reduction in their present number 

(c) Four members elected by the Scottish banks 

{(i) Three members elected by the Irish banks 

{e) Five members elected by the Bntish Overseas 
Banks’ Association 

The President and Vice-Presidents are elected annually 
at the annual general meetmg of the Association, and the 
General Committee makes arrangements for regular meet- 
ings, and special meetmgs are convened by the President 
The ordinary meetmgs take place the second Wednesday 
m January, May, July, and October, at 3 30 in the Com- 
mittee Room of the Cleanng House The annual general 
meeting is held in May Additional members may be 
co-opted by the General Committee generally 01 for any 
particular purposes, and the General Committee may 
appoint sub-committees for such purposes as may from 
time to time be deemed expedient 
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The officers, who include a treasurer, secretary, and legal 
adviser, are appointed by the General Committee Only 
directors or general or London managers of banking com- 
panies or partners in banking firms are eligible for election 
or nonunation as members of the General Comimttee The 
expenses of the Association are provided by annual sub- 
scnptions graduated by reference to the amount of the 
deposits held by the members as shown in then last 
published balance sheets, save in the case of the British 
Overseas Banks’ Association for which a special subscrip- 
tion is arranged to cover aU its members The subscnption 
vanes from two to four gumeas per annum 
The British Bankers’ Association has its headquarters 
in the same premises as the Institute of Bankers g Bisbnps - 
gate. London, and the present secretary of the Institute, 
Mr E. Svkes, B A , is also secretary of the Association 
In former years the Council of the Institute included many 
bank directors and general managers who were also 
representatives on the committee of the Association, and 
business affecting the Council of the Institute, the considera- 
tion of new Acts of Parliament m their effect on banbng, 
recent legal decisions, etc , was sometmies leferred to either 
body without making any great distinction In 1923 the 
Bank Officers’ Gmld, which is a trade union of bank 
clerks, was successful in getting several representatives 
elected on the Council of the Institute The Council of 
the Institute is, therefore, no longer composed of the same 
or similar persons as the Committee of the Association, and 
there is reason to think that the Council confines itself to 
considering business that strictly affects the Institute and 
its membei s Where hanks, as corporations, are interested, 
the business is referred to the British Bankers’ Association 
which IS the appropriate body to deal with it 

The Committee of London Clearing Bankers. 

I This IS a committee of those ten banks that now have 
seats and own shares m the Clearing House They consider 
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business affecting the working of the Clearing House 
and, generally speaking, questions of interest to London 
]omt stock banks It is one of the duties of the secretary 
{at present Mr Holland Mai tin) to publish the statistics 
of the Clearing House There is a similar Association of 
Manchester Clearing Banks founded in 1872 

The British Overseas Banks’ Association. 

This association was founded in December, 1917 All 
Bntish banks appioved by the Committee of the Associa- 
tion carrying on business in the British Empire, or in 
other countries outside the British Empire, having an 
office in London are eligible Each member bank has one 
vote Its objects are to "further the interests of the 
banks compnsing the association, it being undei stood 
that the special and particular local mteiests of said banks 
in their respective fields of operation are excluded from 
the scope of the association imless at the request of the 
banks concerned and with permission of the General 
Committee " The General Conunittee consisting of not 
more than ten members is elected by the member banks 
annually and each country lepresented m the Association 
is entitled to at least one member on the Committee For 
the purpose of representation on the Committee, South 
America is regarded as one country 

The Institute of Bankers. 

I Unlike the Bntish Bankers' Association, this is an 
{association of individuals and not of banks As defined 
in the second article m its constitution, " the Institute is an 
association of men and women connected with the various 
branches of banking Its objects are, first, to facihtate 
the consideration and discussion of matters of interest to 
bankers , secondly, to afford opportunities to its members 
for the acquisition of a knowledge of the theory of banking , 
thirdly, to take any measures which may be desirable to 
further the mterests of banking " 
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It Will be noticed that its powers aie very vaguely 
defined In tact the following are the mam functions of 
the Institute — 

(1) It provides education in banking subjects and holds 
yearly examinations and grants certificates to those that 
pass its examinations Although the examinations are not 
compulsory for banking employees as are the examinations 
of most professions for their members, banks strongly 
encourage members of their staffs to enter for the examina- 
tions of the Institute and give a gratmty in most cases of 

for passing the prehminary and £30 for passing the final 
Except the language classes, which are held dunng the winter 
months, and the Gilbait lectures given at King’s College, 
Strand, London, and other lectures given to membeis m the 
provmces, the Insbtute does not provide courses of study 
or promote social activities among its members as does the 
New York Chapter of the Amencan Institute of Banking 

(2) It issues the Journal of the Institute, giving to its 
members information of the activities of the Institute and 
other matters of interest to banking employees 

(3) The Council consider matters relating to education, 
legal decisions, etc , hkely to affect its members and any 
other matters that the secretary puts before it 

The Manchester banks have a separate Institute, founded 
in 1S95 The Liverpool Institute is affiliated to the 
Institute of Bankeis, London 

The Bank Officers’ Guild. 

This IS a trade union of bank clerks During the Wai , 
when, owing to the rise in the cost of living, there was a 
great deal of dissatisfaction among bank clerks about hours, 
salaries, and promotion, a number of bank clerks in the 
North of England formed an association which they 
intended should include the whole of the clencal employees 
of banks throughout the country In 1920 the association 
was registered as a trade union, the objects of which are, 
besides the raising of the remuneration of bank clerks. 
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the consolidation of employees in England and Wales into 
a professional union Among other objects it seeks to 
co-operate with directors in all educational facihties that 
wdl encourage the higher education of bankmen and 
produce general technical eificiency, and above all, to 
establish a Wdiitley Council of bank employees and bank 
directors for the discussion of aims, ideals and grievances, 
effecting the staffs and the profession The Bank Officers’ 
Guild has a membership of about 30,000, but is not formally 
recognized by the management of banks 
FoUowmg upon the formation of the Bank Officers’ 
Guild the management of the banks, while refusing to have 
dealings with an outside organization or trade union, ex- 
pressed themselves willing to enter into negotiations with 
internal guilds formed exclusively of membeis of their 
own staffs This led to the formation of the internal 
guilds to which the Bank Officers’ Guild is frankly hostile 
Although the committees of the mternal gmlds are elected 
in a democratic way by their members, the Bank Officers’ 
Guild, with a great deal of truth, pomts out that the 
internal guilds were formed at the instigation of the 
management anxious to have nothmg to do with a trade 
union like the Bank Officers’ Guild, and while the internal 
guilds last, the management of banks find an excuse fur 
refusmg to recogmze the Bank Officers’ Gudd On April 
i8th, 1923, Mr Murray, M P , moved a resolution in the 
House of Commons " That in view of the woisening 
condition of middle class professional workeis and of the 
advantages resultmg from the recognition of the organiza- 
tion of manual workers and the practice of collective 
bargaming, this House is of opmion that local authorities, 
banks, insurance and shipping companies and other em- 
ployers of professional and clerical workers should follow 
the example of the Government m recognizmg the organiza- 

E ons of these workers ” This resolution was carried 
ithout a division, but has, so far, been ignored by the 
anagement of banks 



CHAPTER III 

THE BRANCH SYSTEM 

THE DEVELOPMENT OF BRANCH BANKING. 

THE ADVANTAGES OF THE 
BRANCH SYSTEM OVER THE SYSTEM OF 
INDEPENDENT BANKS 

From the first period when they began business, the joint 
stock banks organized and maintained branches wherever 
they thought sufftcient business could be found to make 
them pay One reason urged for the repeal of the Bank 
of England’s monopoly of jomt stock banking was the fact 
that the Bank had hitherto dechned to open branches 
to any great extent in the country, although empowered to 
do so under the Act of 1826 The private bankers had 
mamtamed to some degree a system of branches by inter- 
locking paitners m the private bankmg busmesses they 
owned all over the country Thus we find that the 
Overends and the Gurneys were represented by members 
of their families m thirty or forty other private bankmg 
partnerships which exchanged services and iniormation on 
a mutual basis T Jophn, m advocating the formation of 
joint stock banks,* strongly urged the benefit they would 
confer on the country by bunging to the provmcial town 
the same banking services enjoyed by London He had, 
however, sufficient vision to foresee the objections that 
might be made to the centralizmg of funds m one city, and 
he was in favour of plaang every branch under the super- 
vision of a board of local directors chosen from men engaged 
m commerce and industry in the locahty This was one 
of the early features of the organization of the National 
Provmcial Bank of which Joplm was the founder, but 

1 An Essay on the General Principles and Present Practice of 
Banking in England and Scotland," by T Jophn, printed by Edward 
Walker, Newcastle-upon-Tyne, 1822 
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It proved too cumbersome The National Provincial Bank, 
Barclays Bank, and the Bank of Liverpool and Martin’s 
still maintain local boards of directors who control the 
working of branches in certain aieas coriespondmg to 
sections of branches representing banks that have previously 
been amalgamated Other banks rely upon a control bemg 
exercised by a branch inspection office m the head office 
at London, usually under the management of an ex- 
manager of one of the branches of its district The 
organization of the branch mspection office will be explained 
later, but it is ]ust as well to pomt out here that it is quite 
erroneous to suppose that the country branches of an 
Enghsh bank are controlled and their credit demands 
regulated by a few officials m London who have insufficient 
knowledge of the needs of localities 

The branch system in England sprang up as a matter of 
course, and no one has ever seriously suggested any other 
system to take its place The disappearance of the private 
banker may m some ways be regretted, but it was recog- 
nized as inevitable, for the private banker, with his hmited 
resources, could never have hoped to maintam the systems 
of thousands of branches which the " big five ” now own 
all over the coimtry The most that has ever been sug- 
gested has been to put some form of restriction upon banks 
amalgamatmg and brmging more branches under the same 
management It has never been suggested, m the interests 
of either the private banker or anyone else, that a legal 
check should be put upon ]omt stock banks opening new 
branches of tlierr oivn 

The American Idea, 

In the USA the history of bankmg has been totally 
different They have in that country a system of 30,000 
and more mdependent banks and trust companies, the 
maj onty of which have no branches The Amencan idea has 
always been that each town should have its own bank in 
the same way that each town should have its own town hah 



THE BRANCH SYSTEM 


79 


and its own lailway station, In the USA there is one 
broad division between the banks, the National Banks^ 
that IS the banks incorpoiated and legulated by the 
provisions of the National Banks Acts passed by? Federal 
Congiess, and the State Bankg organized under the pro- 
visions of the various states in which they are incorporated 
Trust companies are financial institutions m many ways 
analagous to state banks and are regulated by the state laws 
OrigmaUy it was contemplated that the national banks 
should not open branches and national banks were forbidden 
to amalgamate The majority of state legislatures were 
also hostile to the idea of state banks opening blanches, 
and no state would allow a bank incorporated m another 
state to open branches in its territory These prohibitions 
against the extension of branches have since been modified 
in various ways — 

(1) The national banks, although until recentlv not allovied to 
open branches, have found various ways of evading the intention 
of the laws by merging other national banks and state banks that 
have branches A national bank is not allow ed to amalgamate w ith 
another national bank and keep its mam office open as a branch 
If it contemplates absorbing it, an adv'ertisenient is put in news- 
papers by the absorbed bank that its mam otfice is transferred to 
some temporary address The old mam office then becomes in theory 
a branch Aftei tho amalgamation the temporary mam olfico of the 
absorbed bank is closed and the former mam otfice becomes a branch 
of the merger In this way the Chemical National Bank of New 
York has orgamzed a system of forty blanches bv the amalgamation 
of other national banks Mr Cnssinger, the present Comptroller 
of tho Currency, has authorized additional ofhees of national banks 
in states where banks and trust companies have branches, offices 
or agencies in addition to their mam office or banking house 

(2) The legislatures of the various states have from time to time 
made it legal for state banks to open branches within the state 
m which they are incorporated provided they obtain tho sanction 
of the superintendent of the state banking department Some 
states now allow their banks to open branches in any part of the 
state, others only in the city in which their main office is located 
Thus, for instance, the Michigan law permits a state bank to main- 
tain branches within the municipality in which its principal office 
is located and not elsewhere A state bank in Detroit can have 
branches within the corpoiate limits of Detroit but cannot have 
branches in Highland Park, a suburb of Detroit, but a separate 
mumcipal corporation 

The expenence of these innovations has been the same 
as in England after 1834 The state banks m states where 
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they are allowed to open branches indiscriminately are 
pushing the national banks, who have no such privilege, 
out of business, and national banks, m order to share the 
same advantage of being able to open branches, are giving 
up their charters under national banking law and le- 
incorporating themselves as state banks Thus m the city 
of Detroit there are 179 state branch banks alone as agamst 
only three national banks 

The American Bankers’ Convention. 

At the American Bankers’ Convention^ which took place 
from 2nd to 6th October, 1922, extraordinary interest 
was shown by delegates in the question of the extension 
of branches in view of the decision of the Comptroller of the 
Currency to allow national banlcs to open branches m 
states where state banks have the privilege Two lesolu- 
tions were carried which condemn m unmistakable terms 
the introduction of the system — 

Eesolv ed. bj the American Bankers’ Association, That we view 
with alarm the establishment of branch banking in the United 
States and the attempt to permit and legalize branch banking 
that we hereby express our disapproval of and opposition to branch 
banking in any form by state or national banks m our naticn 

Resolved, That we regard branch banking or the establishment of 
additional offices by banks as detrimental to the best interests of 
the people of the Umted States Branch banking is contrary to 
public pohcy, violates the basic principles of our government and 
com^ntrates the credit of the nation and the power of money m 
the hands of a few 

In the heated discussion that took place on the merits 
and dements of the branch system, the same arguments 
were used agamst the branch system that were put before 
the Treasury Committee of Bank Amalgamations, the 
danger of a money trust growmg out of the concentration 
of credit facihties, the dangers of monopoly and lack of 
competition, etc , but evidently the most teUmg argument 
that caught the imagination of the delegates of the small 
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country banks was the undisputed certainty that a big 
bank allowed to open branches where it hkes wdl inevitably 
beat the small country bank having to lely on the resources 
of its own locality A number of delegates of larger banks 
spoke in favour of the branch system, but them efforts were 
more of the nature of an attempt to allay the fears of their 
opponents that the introduction of the branch system 
would have the effect of crusliing the smaller country 
banks out of existence 

Advantages of Branch System. 

But apart from the question of profits the branch system 
of banking offers considerable advantages to the pubhc 
which may be summarized as follows — 

(1) The branch system makes it possible for capital 
to be taken from localities where it is least needed and used 
m locahties where it is most needed Mr Andrew J. 
Frame before the Convention asserted that the 30,000 
independent banks of the USA had done more to build 
up the country than " all the cream-skimming monopohstic 
banks have done for other nations ” 

Among other thmgs he stated that m Canada " seventeen 
banks now slum the cream from over 4,800 branches, 
leavmg only skim milk for the ruial and suburban popula- 
tions " This latter assertion was taken exception to by 
Sir Fredenck Williams Taylor, general manager of the 
Bank of Montreal, who pointed out that more money was 
distributed in loans in the sparsely-populated provinces of 
Western Canada by the branch banks operating there than 
was taken out m the form of deposits The same is true of 
England There are hundreds of small towns and villages 
that have one, two or three branches of the big joint stock 
banks open m them which if they had to rely upon an 
independent banking system probably would not have one 
bank because there would not be sufficient business to 
support the overhead cost of runnmg a separate instituhon 

(2) Although a system of branch banking by a limited 
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number of predominant institutions necessarily has the 
effect of concentrating credit in the hands of a few concerns 
and may have the evil effects attributed to it, the American 
system of independent banks does not guarantee that 
control does not fall into the hands of single individuals 
The USA has found it necessary to pass the Anti-trust 
(Clayton) Act to prevent the interlocking ol bank director- 
ates of separate institutions The Act has been modified 
by the Kem amendment but it is generally recognized 
that the danger of a few plutocrats gaimng control of the 
credit of the country is a real one and exists apart from the 
question of amalgamations and branch banking 

(3) The English banks are so large in comparison with 
the industnal concern they finance that any of the big 
five could itself finance any proposition m the country In 
the USA trading combines are so large and banks in 
companson so disproportionally small that there are 
few large concerns that can obtain all the credit they need 
from one bank and they usually run lines of credit at 
half-a-dozen or more banks For this reason many manu- 
facturmg concerns have to finance themselves with banks 
miles away and in order to safeguard their position, banks 
have to maintain very extensive and costly credit informa- 
tion departments which collect from various sources credit 
information concerning their customers The management 
of an English bank gets to know all it wants about a com- 
pany through the manager of its local branch who is coming 
into personal contact several times a week or oftener with 
its officers and reports every change in its position to the 
management at head office In America the opposite is 
the rule A large industrial corporation that recently went 
under reconstruction will have lines of credit at a dozen 
New York banks and none of these will be exactly aware, 
save through the courtesy of its competitors, of the extent 
to which the company is involved in its obligations to the 
rest The English system is obviously a much safer and moi e 
satisfactory system, and a bank knowing that it is financing 
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a concern that is obligated only to itself, is able to take up 
a much more frank and reasonable attitude than where it 
has to check every statement of the company’s officers with 
the mfoimatioii filed m the credit department which is 
conducted from vanous sources outside the bank 
(4) The branch system of banking makes the system of 
clearing in England simple in comparison with the USA 
system In New York cheques are cleared or collected 
through three 01 four or more channels^ — the New York 
Cleaimg House, the City Collections, the Federal Reserve 
system and the country agents In England, with the 
possible exception of the walks charges, cheques are aU 
cleared through the London or Provincial Cleanng Houses 
There are no exchange charges and no interest delays It 
would perhaps be fairer to compare the American with the 
Canadian system because, of course, the area covered m the 
USA IS so very much larger than England which is not 
the size of half of one of the larger states Although 
exchange charges are made m Canada and the system is not 
so simple as m England owmg to settlement being made, 
not by transfer m the books of the central bank, but in 
dominion notes or a draft on Toronto or Montreal, yet the 
system is much simpler than the Amencan system 

THE BALANCE SHEET OF AN ENGLISH 
JOINT STOCK BANK 

A balance sheet is sometimes defined as “ a statement of 
assets and habihties of a business at the date of the annual 
or periodical balancing, in older to show its financial 
position 

In many countries where banks are regulated by a 
special government department, the form in which they 
publish their balance sheets and accounts is prescribed by 
> For a full description of the American Cleanng System, see the 
author’s Amencan Banking Methods (P S King & Son, Ltd), 
Chapters II, III and. V 

2 Pitman’s Dictionary of Book-keeping 



WESTMINSTER 

BALANCE SHEET, 


Liabilities 

£ 

Capital — 

AutEonzed jf33,ooo,ooo 


1,414,198 Shares of each. 

It, paid ll.ojomo 

1,932,72s Shares of ;fi each, 
fully paid 1,932,728 


Reserve 

Current Deposit and other Accounts, including 
provision for Contingencies 
Notes in Circulation in the Isle of Man 
Acceptances, Endorsements, etc 
Rebate on Bills not due 


9,003,718 - - 
9,003,718 - - 

269,502,092 12 II 

13.9S3 - - 

12,099,400 19 7 
230,036 9 9 


Profit and Loss 

Net Piofit for the year, includ- 
ing /SSS.JSS 3s Sd brought 
from year 1922 £2,341,3(07 n 6 

From this the following appro- 
pnations have been made — 

Interim Dividends {less 
Income Tav) paid in 
August last 631,269 II I 

Bank Premises Account 100,000 - - 

Rebuilding Account 300,000 - - 

Contingent Fund 100,000 - - 

Final Dividends {less Income Tax) payable 

1st February 641,618 4 9 

Leaving a Balance to carry forward 368,479 13 8 


£301,063,047 



BANK, LIMITED 

3 1ST DECEMBER, 1923 


Assets 

Com, Bank and Currency Notes, and Balances 
with, the Bank of England 

Balances with, and Cheques m course of collec- 
tion on, other Banks in Great Britain and 
Ireland 

Money at Call and Short Notice 

Bills Discounted 

Investments — s d 

War Loans and other Securi- 
ties of, or guaranteed by, the 
British Government (of 
which ;£i, 168,589 los IS 
lodged for Public Accounts, 
and for the Note issue in the 
Isle of Man) 53.958,482 10 - 

Colonial Government Securi- 
ties, British Corporation 
Stocks, and other invest- 
ments 1,618,382 12 6 


Westminster Foreign Bank, Ltd — 

8.000 Shares, fully 
paid 

92.000 £20 Shares, £10 
paid 

Ulster Bank, Ltd — 

199,896 £15 Shares, ;£2 10s 
paid 1,911,505 10 - 


Advances to Customers and other Accounts 
Liability of Customers for Acceptances, Endorse- 
ments, etc , as per contra 
Bank and other Premises (at cost, less amounts 
ivritten ofi) 


1 1,080,000 - - 


£ s d 
31,032,092 6 10 

10,584,743 19 5 
18,872,670 14 6 
64,654,184 3 r 


55,576,865 2 6 


2.991,505 10 - 

101,302,025 I 7 
12.099,400 19 7 ^ 


3 . 949,559 
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law English banks are nndei no such obligation and may 
publish a balance sheet in any foim coming within the very 
general lequiieinents of Section 26 of the Companies 
Consolidation Act English banks have, however, pub- 
lished their accounts in a more or less standardized form 
for a long time past, and on pages 84, 85 a balance sheet 
IS given of the Westminster Bank, Ltd , for December, 
ICJ23, which may be consideied as representative for 
purposes of illustration 

The Form of Balance Sheet. 

Before the War it was a point of keen controveisy whether 
banks ought to show their holdings of gold separately 
from their balances at the Bank of England, and whether 
banks ought not to be obhged to publish accounts monthly 
in view of the constant complaint of traders and bill 
brokers against the practice of " window dressing '' In 1918 
the Committee on Cuirency and Foreign Exchanges after 
the War [see Section 34 of the Interim Report and 
Appendix^) recommended that banks should publish a 
monthly statement as shown m the foim given on page 

87 compiled from the weekly averages of the month 

The Period of the Account 

The banks, without exception, publish accounts for 
half-years ending 30th June and 31st December The 
Bank Officers’ Guild has made lepresentations to the 
British Bankers’ Association that the dates of balancing 
should be altered so that employees might enjoy Christmas 
free from worry, and many might go away for their holidays 
in what IS considered the best period of the year The 
difficulties of altering the balance dates to March 31st 
and September 30th are that business firms prefer the 
banks to balance at the same date as themselves so that 
banks’ charges can be mcluded in their own accounts for 
the same period. 

» Cd 9182 



The Name. 

As a consequence of various amalgamations many of 
the Enghsh banks have very long and cumbrous names 
which lead to confusion because they nearly all contain 


APPENDIX I 

Proposed Monthly Statement to be Pdblished by 


Statement of the average figures of the Weekly Balance Sheets 



(Most banks now publish every month a condensed form 
of balance sheet smular to the above statement but without 
showmg its significant details ) 

7— (1926) 
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the word " London ” At the beginning of 1923, the 
London County Westminster and Parrs took the lead in 
reducmg its name to " The Westmmster Bank,” and the 
Midland and National Provmcial followed the example 
his year 

The Directors. 

In America it is a common practice to quote after the 
names of directors the particular mterest they represent as 
presidents or directors of mdustnal corporations such as 
steel works or cotton mills This is rarely done m the case 
of banks in England, although it is quite common in giving 
lists of directors of industrial concerns On examining 
the list of directors of any bank it will be found that it 
includes men of nearly every type of mterest and of the 
widest experience Some have distmguished themselves 
in the pubhc serv ice , others are partners m pnvate banking 
firms Some are well-known as the chairmen of large 
mdustnal undertakings, and a certain number are members 
of anstocratic families weU-known as landed proprietors ^in 
agncultural distncts On looking up the careers of 
directors of banks in such a publication as Who's Who it 
IS astonishing to find how many have served m the army 
A fair nmnber also have practised at the bar at oik time or 
another 

Directors obtam their appointments largely on account 
of their experience in certam kmds of busmess, and it is 
not necessary that their presence on the boaid maiks any 
connection between other compames and the bank. 
Directors are nominated by the board as the occasion 
anses and their nommation is confirmed by election at the 
general meetmg The qualifications of directors are 
governed by the Articles of Association of the particular 
bank In the case of the Midland, shares to the nominal 
\alue of £6,000 hare to be acquired within one month of 
election In Lloyds the qualification is £5,000, in the 
Westminster £2,000, in Barclays the holdmg of £1,000 
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nominal A and £1,500 nommal B shares, in the National 
Provmcial £6,000 ol snbscnbed capital Directors are 
usually elected for three yeais.j he Articles of Association 
providing that one-third of the directois shall retire every 
year They are frequently re-elected, and it is very 
unusual for a director not to be re-elected if he agam agrees 
to stand 

One question will immediately suggest itself to the 
reader Many of the directors of a large bank are pro- 
vincial magnates who figure largely in local public affairs 
How IS it possible for these men to attend board meetings 
in London when they have so many “ other nons m other 
fires ” ’ The answer is that their duties compel many of 
them to live a fair portion of their time m express trains 
Many have town residences as well as their houses in the 
country, but in spite of all the conveniences that wealth 
can command, the life of a director is a very strenuous one 
and is never a smecure, as the opponents of capitahsm 
would have us behove 

jin addition to the durectorate that meets in London, 
many banks mamtam advisory councils consistmg of 
diiectors of piovincial banks that have been amalgamated, 
and who meet to discuss business atfectmg their bank and 
locahty I The Joint Stock Bank had, for instance, a 
consultative body known as the York Advisory Board 
When the Joint Stock Bank was amalgamated, five of the 
directors came on to the Board of the London Jomt City 
and Midland The York Board contmued to function, 
and the recommendations made at their provincial meet- 
ings were reported at the board meetings in London by the 
directors who had been promoted to the London Board 
where they were discussed and confirmed Some other 
banks, particularly the Bank of Liverpool and Martms, the 
National Piovincial and Barclays maintain in their organi- 
zation a number of consultative committees of former 
directors This cuciimstance entuely refutes the statement 
that the branch system and the amalgamation of banks 



leads to the arbitraiy exercise of power from London by 
a directorate that has no knowledge of local conditions 

LIABILITIES 

Capital. 

The reason why bank shares have become so popular 
an investment m recent years is explained by the lowering 
that has been made m the nominal value of bank shares, 
and the reduction in the habihty for unpaid calls upon 
them As part of their policy of amalgamation the 
management of the Enghsh banks aimed at reducing the 
nominal value of the shares of the combined institutions 
and at the same time, in the exchanges of the shares of the 
]oint concerns for the shares of the absorbed institutions, 
to reduce their unpaid capital The shareholders in the 
Joint Stock Bank received a considerable benefit in the 
reduction on the uncalled liability on the shares of the 
Jomt which they exchanged for shares in the Midland 
Thus it has come about that several of the banks have 
shares as low as £i and others several classes of fuUy paid 
shares Although in their present sound condition banks 
are not likely to make calls of unpaid capital, the fact 
that many of them are fully paid, of small denommation, 
and promise a large and continued dividend, makes bank 
shares an ideal investment for the small conservative 
pnvate mvestor In contrast with the English hanks the 
capital of most of the Insh banks consists of shares of large 
denomination, only a small portion of which is paid For 
this reason their pnee is much lower and, conversely, their 
yield per cent on money invested m them is much higher 
The unsettled political state of Ireland has also a great 
deal to do with the dilfeience m jneld, which, as the table 
given on page 91 shows, is considerable 
The capital of almost all Enghsh banks is registered and 
held by a large number of pnvate persons all over the 
countrj^ Transfer is governed by the rules laid down m the 
Articles of Association and is effected m every case by 



{T alien from the “ Economist," i^ih August, 1922 , and " Statist," i6th February, 1924 ) 
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_ BANKS— 1 

Bank of England 

Bank of Ireland 

Bank of Liverpool &, Martins 

Barclays “A’ ' 

Do ‘ B » i 

liovds Bank | 

London Merchmt Bank 

Manchester &. Liverpool Distnct 

Midland Bank 

Do 

National Bank 

National Provincial 

Do 

Do 

Provincial of Ireland (old) 

Do (new) 

W^tminster 

Do 

Wahams Deacons’ A ' 

Do “ B ” 

DISCOUNT COMPANIES— 

Alexanders Discount Co (Ord ) 

National Discount Co ‘ A ’ 

Do “B” 

Union Discount Co of London 
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transfer deed By an Act passed in 1867 (30 and 31 Vict 
c 29), commonly called Leeman's Act, a contract for the 
sale of shares m a banking company is rendered void unless 
the contract sets out in wnting the numbers of the shares 
as stated m the register of the company It has been the 
custom of the London Stock Exchange to disiegard the 
provisions of this Act, but such a custom cannot be upheld 
m view of the unquahfied wording of the statute The 
custom of disregarding the Act is not binding on the person 
who deals with a stockbroker (Neilson v James, 1882, 
9 Q B D 546 . Perry v Barnett, 1885, 15 Q B D 388 ) 
The Act of 1867 was obviously intended to prevent a 
person, a director for instance, havmg mside knowledge of 
the position of a bank buying its shares clandestinely and 
obtaining a lower price by spreadmg false rumours about 
the bank or, alternatively, withholding information from 
the pubhc pnor to sellmg out As a matter of fact there 
never has been any attempt in this country to get possession 
of a bank by secret purchase of its shares In Italy’- within 
the past two years several attempts have been made by 
groups of industrial mterests m that country to get control 
of the deposits of banks and use them for their own advan- 
tage One munitions firm, for instance, endeavoured to 
obtain control of the largest commeicial bank in Italy, the 
Banca Commerciale Italiana, by the purchase of the 
majority of its shares in the market To prevent itself 
bemg taken by storm in this way the B C I and several 
other Italian banks have had to buy up their own shares and 
transfer them to a holdmg company specially fonned for the 
purpose No such attempt has ever been made m England, 
and Leeman’s Act, although stiU on the statute book, is a 
dead letter 

The rights of shareholders aie fixed by the Articles of 
Association of the particular bank In the Midland Bank 
the voting power is fixed, one vote foi i to 24 shares, 

* See an article in the Economic Journal, June, 1922, " The 
Bank Crisis m Italj " (Piero Sraffa) 
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two for 25 to 49, three for 50 to gg, four for 100 to 149, 
five for 150 to 190, and six for 200 and upwards In 
Lloyds voting power is fixed one vote for 5 to 29 shares, 
two foi 30 to 79, three for 80 to 129, and one for every 
fifty beyond up to a maximuin of ten votes The voting 
power in other banks is similarly arranged but as shares 
vary in their amount and paid-up portion, it is useless to 
compare voting powers according to the number of shares 
that confer them on to the owner It is of great importance 
to notice, however, that m every case the small holder has 
disproportionately larger rights, and it would be an extra- 
ordinary costly proceedmg to buy control of an Enghsh 
bank by purchasing the majority of its shares in the 
market Practically the only way it could be done would 
be to buy shares and register them m names other than 
that of the real owner In the U S A registered shares 
frequently have a form of conveyance on the back which a 
nominee signs and hands to the real owner Although the 
nominee’s name appears in the list of stockliolders, the 
real owner can at any time remove it by sending m the 
certificate with instructions to make the transfer which 
the nommee has been obhged to sign Shares m an 
English bank are tiansferable by transfer deed only, and 
such procedure is impossible As previously stated, the 
" storming ” of an English bank by purchase of its shares 
has never been attempted, and it has never been a practice 
to appomt dummy directors whose quahfymg shares really 
belong to some industrial mterest of which they are the 
puppets 

Reserve. 

Referring to the balance sheet of the Westminster Bank 
given on pages 84, 85, it will be noticed that sufficient has 
been put by m former years out of profits and by con- 
sohdatmg the reserves of amalgamated banks, to brmg 
the reserve up to £9,003,718, or the same amount as its 
paid-up capital This reserve represents an ascertained 



sum by which the assets of the bank as shown by the figures 
in the balance sheet exceed capital and other liabilities 
It represents a sum of money that has not been paid away 
in dividends but is stiU woiking m the business and eammg 
profits m the same way as the paid-up capital But m addi- 
tion to the disclosed reserves, every bank of any standing 
has an undisclosed reserve which is built up in the same way, 
but IS not disclosed in the balance sheet because the most 
conservative estimate is put on aU assets The existence 
of secret reserves is perfectly well understood by business 
men, but banks do not hke the term “ secret ” and when 
" hidden ” or " secret ” reserves have to be alluded to, 
they are spoken of as " undisclosed ” reserves Secret 
reserves are created by dehberately imderstating the market 
value of mvestments, or by providing for depreciation of 
premises at such a generous rate, that the value of leasehold 
and other premises is very much less than that which would 
be obtained by mdependent valuation The most re- 
markable instance of the creation of a hidden reserve by 
imderstating the value of premises is to be found m the 
balance sheet of the Bank of England, m which no account 
whatever is taken of the value of the site and premises 
which are the most valuable m England 
The object of building up a '' secret ” or '' undisclosed ” 
reserv'e is to make it possible to cover losses in business, or 
falling off in profits ivithout the fact that such losses have 
been mcurred being manifest by changes in the balance 
sheet If it is known that a bank has experienced a big loss 
owing to a bad debt incurred by lendmg money to a concern 
that has gone into hquidation, the pubhc are apt to exag- 
gerate the loss, and since a bank can carry on its busmess 
successfully only while the public has absolute confidence 
in it, the disclosure would mean loss of business and 
possibly a run The management of a bank meets the 
difficulty by simply not anticipating the payment of income 
tax, etc , before it is due as has been done in former years, or 
it may make additions to the value of its premises on a 
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more liberal scale’- When a bank owns thousands of 
branch premises all over the country, and is constantly 
opemng new branches, it is quite impossible for anyone 
not having access to the bank's general ledger accounts to 
estimate how far their value has been underwritten m 
former years One can therefore never say with certainty 
whether a bark has made an mcrease owmg to genuuie 
additions of premises, or whether it is using its reserves to 
hide losses Secret reserves are known perfectly well to 
exist If banks did not have this additional money working 
in their business they could not pay dividends of i8 per 
cent and more The actual figures for these reserves are 
known only to three or four of the general managers, and 
owing to the changes m balance sheets due to amalgama- 
tions m former years it is useless to speculate what they are, 
even to witlim a couple of millions 

Current, Deposit, and Other Accounts (including 
Balance of Profit and Loss Account). 

It will be noticed that the amount of deposits has in- 
creased almost threefold This is largely due to amalgama- 
tions and to the pohcy of inflation of the currency earned 
out durmg the War to enable the various wai loans to be 
floated The following figures illustrate the growth of 
deposits of the " big five ” for the past ten years — 



Midland 

Uoyds 

Westminster 

Baichts 

NP 

1914 

1918 1 

1919 1 

1920 ' 

1921 1 

1923 

f Dec 

1+7,750 „ 

174,620 „ 
H4IS9S ” 

:: 

357.117 „ 

354,406 
360,268 „ 

£117,637 Dll 
130,017 „ 
131,368 „ 
174,068 „ 
266,808 „ 

324,711 „ 
345,048 „ 
347,307 „ 
330,357 „ 

340,169 „ 

£101,428 Dec 
109.224 „ 
120,367 „ 

” 

3041848 11 
395,854 „ 

269,169 „ 

jC6x, 740 June 
73,269 Dec 

ill ” 

327,222 „ 
330,407 „ 
302,685 „ 

£74,916 Dec 
81,589 „ 
100,218 „ 
112.597 
200,864 „ 




To understand why deposits mcreased durmg the process 
of inflation, it is necessary to consider the working of the 
machinery by which the money from the spectacular W’ar 
1 See page i8i 
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loans was got in In the first place, following the outbreak 
of hostfiities, the Bank Act was virtually suspended under 
the provisions of the Currency and Bank Notes Act, 1914, 
the Treasury £x and los notes were issued without any 
legal gold reserve and recognized banks were allowed to 
borrow up to 20 per cent of the total of their habihties on 
current and deposit accounts Although the privilege 
was little used, the Treasury notes passed into general 
circulation The Bank’s deposits increased from approxi- 
mately £56,000,000 in July, 1914, to £273,000,000 m July, 
1915 The Government drawing on the credit of its war 
loans paid its contractors, and its contractors in due course 
paid their workmen and others engaged on war work 
When a war loan was issued the subscribers paid for the 
securities they took up by having their accounts debited, 
and the credit was transferred to the account of the 
Government at the Bank of England When the Govern- 
ment paid its contractors and the factories, etc , that were 
working for the nation, the credit came back to the bank 
in the form of credits to other accounts, which in due course 
became available for talung up fresh war loan In addition 
to subscnptions made in this way out of standing credit in 
the banks, the banks in the later stages of the War helped 
subscnbers by agreeing to advance money on the war 
loan already bought or to be purchased or on other securities 
As soon as the loan was made to the subscriber, its effect 
was to increase “ Deposits " on the one side and " Advances 
to Customers and other accounts ” on the other In tins 
way one war loan like a snowball gathered up credit and 
the scoop it left in its track made it easier to roll along the 
next During the whole time the banks were keeping their 
position hqmd by receiving further supplies of Treasury 
notes from the Bank which then customers, manufacturers 
and others engaged in war work, and having to pay large 
bodies of workpeople, put into general circulation Ihe 
process of inflation, as a consequence of nsing prices, 
lasted until the beginning of 1921 
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Meanwhile, acting in accordance with the recommenda- 
tions of the Committee on Currency and Foreign Exchanges ^ 
after the War, the Government and the Bank of England 
had been carrying out a policy of deflation by gradually 
reducing the issue of currency notes and funding the 
Government’s floatmg debt The joint stock banks also 
helped to bnng down prices by curtailmg credit and callmg 
upon subscribers to the various war loans to take up then 
secunties and pay off their loans The latter process was, 
of course, the reverse of the one already described and had 
the effect of deflating credit everjiwhere The same policy 
was bemg earned out in Amenca by the Federal Reserve 
System and the busmess slump of 1921-22 followed, 
accompamed by the compulsoiy slaughter of stocks of 
goods by business houses and a drop m pnees everywhere 

Dividend Payable. 

Most banks pay their dividends a httle after the half year 
One can understand that the receipt and handling and 
auditmg oi the necessary compheated returns from close 
on two thousand branches necessitates m itself a great 
deal of work Although the position of profits and losses 
for the year is fairly accurately assessed a week or two 
previously, and is positively known the day after balance 
mght, yet many important decisions as regards pohey for 
the coming year, etc , have to be made before the general 
meeting The same rates of dividend stated are usually 
paid year after year by most banks and are undisturbed 
except when, owmg to amalgamation, the capital position 
of the bank is altered by the further issue or exchange 
of shares 


Balance of Profit and Logs. 

The practice of banks in accumulating undisclosed 
reserves has already been referred to When a bank goes 
on making a larger net profit than it distnbutes, the only 
1 Interim report. Cd 9183 
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place in which it can hide its money is in its own business 
The tendency is to carry forivard year by year a larger 
balance of profit and loss and from time to tune make 
additions to the Reserve Fund In this way many banks 
have built up a fund equivalent to their working capital 
The tendency to carry forward a larger balance of profit 
and loss each year, apart from the mcrease in the balance 
due to amalgamations, is clearly illustrated by the foUowmg 
figures for the " big five ” — 



Midlind 

Lloyds 


Barclays 

NP 

Dec 1 

1914 

1915 

121^85 

113,598 

i 

315,914 

53I987 

476.585 

72I611 

£ 

<)i,777 

1917 

igjS 


447,638 

629,898 

Mieloto 

497,291 

577,858 

855.730 

120,938 

186.373 

278.428 

508,450 

08,221 

182,932 

487,318 

630,859 

1921 

741.519 

777.^53 

788,967 

1.368,569 

1,384,566 

1 396,652 

1,099,234 

1.157,506 


824,070 

889,250 

931,974 

1923 

r.554.6.3 

t.432.177 

1,210,098 

5i8;686 

933,753 




Acceptances and Engagements on behalf of 
Customers. 

These are bills of exchange which the bank has accepted 
for the accommodation of its customers, or engagements 
such as confirmed credits opened rvith banks abroad against 
which the bank is liable and holds the guarantees, or infonnal 
undertakings of its customers to reimburse it the amount 
It pays away on their behalf The contra assets, the 
guarantees and undertakings of customers, is shown on the 
other side " Liabilities of Customers for Acceptances and 
Engagements ’’ 


ASSETS 

Coin, Bank and Currency Notes, and Balances 
with the Bank of England. 

No ]omt stock bank now keeps more than sufficient hard 
cash to meet its requirements for till money As will 
presently be explained, some branches take m more money 
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than they pay out and others are constantly requinng more 
cash The Head Office Bnlhon Office arranges as far as 
possible for the requirements of one branch to be met by 
the surplus of another, and when it requires additional 
cash, it apphes to the Mmt for coin or to the Bank of 
England for Bank or Tieasuiy notes At the outbreak 
of the War the whole gold circulation of the country, about 
^123,000,000, in the hands of the public was withdrawn 
and handed over to the Bank ot England as the nation's 
gold reserve It is estimated that the banks hold about 
thirty milhons m gold, but smce the War gold is never paid 
out Before the War Sir Edward Holden was a firm believer 
in the necessity of a larger gold reserve and because he took 
the view that the reserve of the Bank of England was 
insufficient, he built up a reserve of several miUions m gold 
coin and bar gold which the Midland Bank kept m its own 
safes at its head office at 5 , Threadneedle Street Soon after 
the outbreak of the Wai Sir Edwaid set a very praiseworthy 
example to the nation by transfemng this reserve to the 
Bank and making it available for the safety of the credit 
of the whole nation 

It has several times been suggested that the banks should 
publish their figures of their gold reserves apart from the 
balances at the Bank of England Sir Edw ard thought that 
banks should make known what reserves they hold apart 
from their balances at the Bank of England, and the 
Midland Bank at one time used to prmt m the general 

heading “ Including Gold Com ” It is difficult to 

say what might have been the outcome of such a piactice 
if it had been adopted by other banks In former years 
we heard a great deal of ” window dressmg,” the miqmtous 
practice of banks drawing m money at call from the money 
market at half-year balance tunes to make their balances 
of " Cash in Hand and at the Bank of England " appear 
larger than they normally were It is not pleasant to 
contemplate the state of affairs if there had been a general 
rush for gold com at half-yearly intervals as well Banks 
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now give no indication of the amount of com they hold 
apart from them balances at the Bank of England, but no 
doubt the latter is by far the greater portion | Every 
clearing bank must mamtam an adequate balance at the 
Bank of England, to meet the highest claim that may be 
made against it m the clearing settlement j It has happened 
in the past that a bank’s balance has not been sufficient 
and It has had to borrow temporarily from the Bank to 
meet a very heavy adverse balance This has never, 
however, happened withm recent tmies 


CASH IN HAND AND MONEY AT CALL EXPRESSED 
AS A PERCENTAGE OF TOTAL ASSETS 



Midland 

1 Llo>ds 

1 Westminster 

1 Barclays 

1 NP 


Cash 

CM 

Cash 

CM 

Cash 

CM 

Cash 

CM 

Cash 

CM 

1914 

23 3 

69 

18 5 

76 

19 8 

49 

134 

10 0 

19 9 

4 3 

IQIi 

18 6 

■! 2 

204 

2 7 

igo 

42 

176 

5 s 

12 8 

S 2 

1916 

25 I 

46 


38 

210 

87 


47 

IS 2 

5 I 

1917 

18 3 

130 

T7 8 

37 

IS 0 

16 7 


42 

144 

6 8 

1918 

176 

186 

162 

5 2 

16 8 

12 8 


8 2 

IS 6 

6 I 

1919 

144 

6 3 

IS 2 

39 

170 

5 4 


62 

13 1 

40 


14 8 

6 3 

13 2 

38 

143 

67 

170 

59 

13 9 

3 9 

2921 

144 

5 8 

132 

42 

12 6 

56 

16 1 

5<5 

?S 3 

42 



76 

12 7 

47 

137 

64 

16 1 

6 0 

143 

4 8 

1923 

16 S 

39 

13 I 

41 

138 

63 

158 

S6 

139 

S 4 


Cash includes cheques m course of collection, and balances with 
other banks in United Kingdom and Ireland C M = call money 


Balances with, and Cheques m course of Collec- 
tion of, other Banks in Great Britain and 
Ireland. 

This represents largely cheques that have been paid into 
the bank on balance day and the day previously and have 
not yet been cleared Since many busmess firms make a 
pomt of collecting all the items owong them and paymg 
them into their account neai about balance time so that the 
item " Cash at bank ” appears to the best advantage in their 
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I own balance sheets, a bank at balance time has usually 
a large balance of cheques on hand which it includes with 
its cash reserve Against these cheques should be logically 
set off the value of cheques drawn on the bank itself held by 
other banks and not yet presented In this way the cash 
item of the banks appears a little larger at balance time 
than it genuinely is There is also another circumstance 
that affects the figure of cash in hand as a percentage of 
deposits, namely the way m which deposits are assessed 
having regard to customers who have several accounts, 
some of which are m debit and others m credit Suppose 
A has a No i. No 2, and No 3 account No i account is 
in credit and mcluded m the amount of deposits No 2 
and No 3 are m debit Are No 2 and No 3 to be set off 
against the credit balance of No i and simply the balance 
entered, or are No 2 and No 3 to be mcluded m " Advances 
to customers and other accounts ” on the assets side and 
the total of the No i account entered m deposits ? From 
the pomt of view of accurate accountmg the first course 
IS the correct one, but if a company, say a multiple boot 
shop company, has accounts at different branches of the 
bank all over the Kmgdom, m practice it is no easy matter 
to set off accounts, bearmg in mind that at balance tune 
each branch of the bank makes up its own returns for the 
mformation of Head Office apart from the rest If the 
identity of each account that goes to make up the item 
“ Deposits ” were analysed, correct accountmg would 
reqmre a good deal of setting off of accounts m this way 
How each bank deals with its accoimts can he surmised 
only by havmg access to the code of mstructions sent to 
the branch managers at balance time As far as can be 
gathered the practice of banks m this respect is by no means 
umform If balances related to one another are not set 
off, the effect is to expand both sides of the balance sheet 
and make the busmess of the bank as judged by its deposits 
item appear larger than it really is On the other hand, the 
percentage of cash to deposits is shghtly reduced 
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Money at Call and Short Notice. 

This item is sometimes spoken of as the “ weathercock 
of national stability ” It represents the money lent 
overnight or for three days to the biU brokers and to the 
stock exchange WTien a bank is threatened with demands 
for cash from its customers, it does not re-discomit a portion 
of its " Bills discounted ” with the Bank of England in the 
same ivay as a member of the Federal Reserve might do 
vnth the Federal Reserve Bank of its district, but refuses 
to renew the call money lent to the money market As has 
already been explained, to find the money the bill brokers 
and stock brokers have to borrow from another bank or 
ultimately from the Bank of England on whatever security 
they can offer 

Investments. 

It iwll be noticed that the largest proportion of a bank’s 
assets IS nowadays held in war loan and gilt-edged securities 
A bank chooses this form of security for the following 
reasons — 

(1) As part of its busuiess policy in the standardization of 
the dimdends it pays year after year at the same rate, a 
bank must be sure of a portion of its income coming in 
regularly 

(2) The purchase of investments is the only means a 
bank has of providing a reserve against certam contingent 
liabilities 

{a) It IS part of the bank’s internal administration to 
act in many respects as an insurance company m the 
welfare of its employees Every member of the staff is 
insured against infidelity, and in addition most banks 
maintain a " Widows’ and Orphans’ Fund ” Some banks 
have their owm National Health Insurance schemes and 
most banks some kind of pension fund The liabilities 
incurred by the bank on behalf of these items are met out 
of an account to which the current receipts are credited, 
but behind the account must be maintained an adequate 
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reserve of stock exchange securities which can he sold 
to meet an unusuall}? heavy demand or loss There is 
no diherence m the attitude of a bank m this respect from 
that of an insurance company which also invests most of 
its funds m the form of gilt-edged securities 

{b) VtiTien, as during the War, there was, consequent 
upon the falling off m trade, a shortage of commercial 
paper, the banks made up their proportion of holdings of 
short-maturmg secunties by the purchase of Treasury bills 
if there were any on the market Before the War Treasury 
bills were issued by the Bank of England on behalf of the 
Government, when owing to the receipt of taxation not 
bemg sufficient at aU seasons of the year to meet the 
Government's habihties, the Government had to borrow 
at short term At that time Treasury bills were sold at 
convenient intervals to purchasers by tender After the 
first year of the War the urgency of the Government to 
raise money by any and every means necessitated the 
issue of Treasury bills to any person willing to take them 
On 14th Apnl, 1915, a scheme was put into operation under 
which the Bank of England issued several classes of 
Treasury bills wth maturity up to twelve months after 
the date of issue The sale was suspended on 3rd January, 
1917, and continued again in March, 1917, until 30th May, 
1919 After a temporarj’’ suspension, bills were again placed 
on sale at three months on 15th July, 1919 ^Treasury 
bills are treated on a footing with commercial bills and 
included in the portfolio of bills discounted 1 They are 
not regarded as stock exchange securities After the War 
the temporary boom in trade tended to increase the number 
of commercial bills in the market, which, added to the 
Treasury bills that were still being renewed by the sale of 
further bills at maturity date, tended to raise the propor- 
tion of Bills Discounted to Total Assets above the pre-wai 
average 

On the conclusion of the War one of the measures 
decided upon by the Government in putting the nation’s 

a— ( 1926 ) 
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finances in order was the permanent funding of the floating 
debt at that tune largely made up of Treasury bills The 
banks were also in favour of funding the Treasury bills 
and were wilhng to take parcels of the funding loan m 
their stead The number of Treasury bills in the market 
was greatly reduced, and soon after the slump of 1921 the 
volume of commercial bills also dechned The tendency 
from 1919 until the beginning of this year was, therefore, 
for stock exchange securities to increase Smce then the 
reactivity in trade has tended to restore the pre-war 
proportion 

(3) There is in normal times a wide and constant market 
for stock exchange secunties Stock exchange secunties 
are not m some respects such a good security as bills of 
exchange The holder of a bdl of exchange is entitled to 
collect its face value at maturity The holder of war loan 
can demand nothing more than what the market will give 
him for his security In the event of a panic such as 
occurred at the outbreak of hostihties, the banks would 
have been, if they had attempted, unable to sell their 
consols and other Government obhgations because the 
stock exchange was not in a position to take them up 
The only way the banks could have sold a large amount of 
consols would have been by lending the stock exchange the 
money to buy them As it was, the stock exchange was 
closed and the banks found their securities frozen The 
circumstances in which, stock exchange securities have 
advantages over other assets are when a bank experiences 
an individual run on itself and the stock exchange is 
unaffected 

The run might be so sudden that it could not wait foi 
the maturity of its bills and, owing to the suspicions enter- 
tained as to its solvency, might not be able to re-discount 
bills backed by itself Its stock exchange securities would 
then be its mam source of rehef Conceivably, too, if there 
were a sudden panic in the City which did not affect coun- 
tries abroad, banks might obtain rehef by the sale of 
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securities on continental markets and use the credits to 
meet their foreign habilities 


Bills Discounted. 

This item represents bills discounted by Head Office, and 
all the branches who send their biUs to Head Office where 
they are filed in order of their date of maturity and collected 
in batches each day as they fall due It will be noticed 
that foreign bills and bills of aU descnptions are given 
together in one total Most foreign bills are bought and held 
by the bill office of the “ foreign ” or " overseas "department , 
as it IS variously called, and collected through the bank’s 
foreign branches or foreign agents In the bank's system of 
accounts all the various classes of bills are kept separate 
and shown together as one only m the balance sheet It 
will be noticed that in the form of balance sheet suggested 
by the Committee on Currency and Foreign Exchanges, 
" British bills ” and “ Foreign bills ” appear in separate 
headings and balances abroad also figure separately As 
a matter of accounting there would be not the slightest 
difficulty m arriving at these items and stating them 
separately None of the banks, however, does so, appar- 
ently for the only reason that they would be giving 
away too much infoimation to the public and to their 
competitors 

The amount “ Balances abroad " published by the banks 
in their monthly returns is an item of more significance to 
those that are dealing m foreign exchange than any other 
item on the balance sheet, and if a bank were known to 
be dealing heavily m a particular exchange it would not 
be a fair proposition to suggest that it ought to state the 
amount of its balances held abroad even as a consolidated 
total 

The following figuies for investments and bills discounted 
expressed as percentages of total habihties for the last ten 
years, illustrate how towards the end of the War the 



ENGLISH BANKING JIETHODS 


io6 


percentage of investments tended to increase, while bills 
discounted fell off 

The present tendency is for the portfolio of bills 
discounted to increase — 
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♦ 

1915 

23 4 

60 

28 9 

27 
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n I 

19 I 
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1923 

10 8 

139 

25 6 

14 I 
! 

19 5 

21 5 

23 3 

II 6 

14 

139 


• Not Separated from loans 


Advances to Customers and Other Accounts. 

There are two usual methods of makmg advances to 
customers — 

(а) By Way or Overdraft If a customer is allowed 
an advance by way of overdraft, the arrangement is that 
he may overdraw his accoimt up to a certam amount agreed 
upon and the bank mil honour his cheques as they are 
drawn up to that amount He pays interest on the balance 
which vanes accordingly as he draws cheques or pays in 
further sums to the credit of his account 

(б) By Way of Loan When an advance is made by 
loan, the amount lent is debited to a loan account and 
credited to his current account, and he pays interest on the 
loan he has contracted at the full amount from the 

* start An advance by way of loan has the effect on the 
liabilities side of first mcreasing habdities, the contra asset 
to which IS " Advances to customers ’’ for the full amount 
of the loan A person does not take an advance by way 
of loan and pay interest on it from the start unless he is 
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going to use the whole of it very shortly The amount 
credited to liis current account does not therefore figure 
there for long but is quickly withdrawn either (a) by his 
drawing it out in cash or (6) by his drawing cheques on his 
accoimt to the order of his creditors who pay them into 
their accounts at other branches or at other banks In so 
far as the cheques are passed to the credit of persons at 
other branches, there is no change m the general balance 
sheet 

The cheques pass through the branch clearing and 
are debited to one branch and credited to another, the net 
effect being that deposits are the same and there is the 
same contra asset, advances to customers If the cheques 
are paid into other banks they go to mcrease the balance 
of cheques the bank has to settle in the clearing on the day 
they come through and go to dimmish the balance at the 
Bank of England Deposits are reduced and " Balance at 
the Bank of England” is correspondingly reduced If 
the customer diaws the money out in cash, say, to pay his 
workmen, the effect is similar, ” Deposits ” is reduced and 
" Com, bank and currency notes ” reduced, which, as 
regards' the balance sheet, has the same effect of lowering 
the cash percentage 

If he has received the advance by overdraft the effect 
IS not quite the same As his account goes into debit, the 
item " Advances to customeis ” is increased by the same 
amount and the " Balance of com and at the Bank of 
England ” is reduced but there is no reduction in the 
amount of deposits 

Before the War, by far the largest proportion of a bank's 
assets consisted in advances to customers The War put 
a stop to productive enterprise with the result that until 
the end of the War the percentage of advances to total 
assets had fallen, the change bemg due to the mcrease m 
mvestments owing to the banks takmg up large blocks 
of war loan There was a great mcrease between 1919 and 
1920 durmg the after-war boom, and a corresponding 
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falling off during the slump of 1920-22 The percentages 
are as follows — ■ 


ADVANCES AS PERCENTAGE OP TOTAL ASSETS 
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Llovds 

West- 
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— 
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33 4 

32 5 
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320 


„ 1918 

31 2 
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363 

„ 1919 
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380 

36 9 

40 0 

51 3 

.. 1920 

44 9 

389 

380 
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466 

M 1921 

423 

34 3 

31 2 

369 

43 0 

11 IQ 22 

4S 2 

332 

34 3 

380 1 

42 0 

1. 1923 

44 9 

367 

336 

39 8 

43 3 


Liabilities of Customers for Acceptances and 
Engagements. 

As already explamed this is the contra asset to acceptances 
and engagements of the bank on behalf of customers 

Bank Premises, at Head Office and Branches. 

In many countnes, profiting by expejience of the evils 
of banks bemg allowed to speculate m land, governments 
have passed banking laws which prohibit banks from 
investing more than a certain percentage of their funds in 
real property. For instance, under Section 5137 of the 
banking law, national banks m the U S A may not hold 
real property more than is necessaiy for their own office 
accommodation unless it is taken by way of mortgage or 
otherwise in satisfaction of debt There are similar pro- 
visions in the laws of vanous states that govern state banks 
In England there is no such restnction. A bank can mvest 
any amount of its money in real property if it thmks fit 
In the U S A the restrictions provided in the banking laws 
against the holding of real property are evaded by the 
promotion of “ Realty companies,” the shares of which 
are held by the banks themselves and which exist as separate 
corporations merely tor the purpose of owning the banks’ 
real property In spite of the fact that it owns real 
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property all over the kingdom, an Enghsh bank has no 
occasion to resort to such devices and owns its property 
directly In the City of London, the Head Offices premises 
have been acquired by amalgamation with other banks and 
additions have been made by purchasing adjoining offices 
The land in most cases belongs to the various city companies 
and there are very few premises that are freehold. In the 
majonty of cases there are several owners of the land on 
which the bank’s head office stands, although alterations 
have so changed the character of the budding that there is 
nothing on the mside to show the division in ownership ^ 
Shares m Affiliated Banks. 

This item has appeared m the balance sheets of banks only 
smce 1917 when this iypt of amalgamation was first 
attempted The value of these shares in the market was 
above par and the value of the shares given in exchange 
was also above par The market value less the premium 
on shares given in exchange states the price at cost, 
considenng the shares given in exchange as being at par 
The premium has therefore been virtually put aside to 
reserve by not includmg it as part of the purchase pnce 
Shares in Executor and Trustee Gonnpanies. 

Prior to the passing of the Pubhc Trustee Act, 1906, there 
was an mcreasing reluctance on the part of individuals to act 
as trustees and executors under wills, the duties m regard 
to wluch were very onerous and the emoluments dispro- 
portionately small For some years previously the banks 
had from time to time been obhged to administer estates 
that had passed into the property of the bank after fore- 
closure or owing to the death of clients The work of 
administration was then done mamly through the legal 
departments and jomt stock banks did not undertake it as 
part of their ordinary duties as do the trust companies in 
America The Pubhc Trustee Act set up a semi-official 
department of state known as the Pubhc Trustee with 

> For the treatment of branch premises see page 181 



no ENGLISH BANKING METHODS 

statutory powers to act as trustee and executor under 
wills This no doubt determined the banks to undertake 
trustee busmess on a bigger scale, and although under the 
extensive powers contained m their Memoranda of Associa- 
tion they might have gone on actmg as trustees through 
the agency of their legal departments, they preferred 
to register separate trustee companies the shares m which 
the banks hold themselves Although separate corporate 
entities like the realty corporations of the American banks, 
the English trustee compames are housed in the same 
premises and their directors and statutory officers are 
directors and officers of the banks which own them 
The process here is the reverse of the evolution of the 
American trust compames which began as fire and insurance 
and trust companies and later undertook banking The 
English banks have been banks first and have entered the 
business of tnistees as the result of the extension of 
their banking busmess Besides actmg as trustees under 
wills, the banking trustee companies m England, as in 
Amenca, have powers to act as corporate trustees of bond 
issues and companies under reconstruction Industrial 
concerns in England, such as railways and steel works, do 
not ordmanly finance themselves by the issue of bonds 
as they do in Amenca, while the process of reconstructing 
a large company that has gone into hqiudation m England 
IS so jealously overlooked by the law that it is a com- 
paratively rare occurrence and is undertaken by firms of 
company solicitors For the busmess of personal trustee 
the Public Trustee is also a keen competitor Further, 
the private affairs of the wealthy aristocratic famihes in 
England are usually managed by a staff of solicitors con- 
stantly employed on the estate The estate becomes m 
fact, though not in law, a sort of coiporation sole, and its 
leases, etc , are managed by a staff of solicitors who do 
nothmg else For these various reasons the banking 
trustee companies in England have not attamed the 
significance they have in Amenca 
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THE DEPARTMENTS OE HEAD OFFICE AND 
OF A BRANCH 

The Head Office of a bank in law denotes its registered 
place of business as mentioned in its Memorandum ot 
Association In bankmg practice Head Office means aU 
the departments necessary for the admimstration and super- 
vision of the whole business of the bank, mcludmg its 
branches In the mam premises there is nearly always 
a large branch on the ground floor but it is orgamzed like 
any other branch and is quite distinct from the departments 
of Head Office above 

Head Office. 

Formerly it was customary to have all the administrative 
departments and the mam branch for public business m 
the same building, but amalgamation of banks has necessi- 
tated the enlargement of premises and where they have not 
been able to acquire buildings adjacent, many of the 
banks have had to house their Head Office departments in 
several buildings in different streets " Head Office ” 
may be taken to mean the follo%vmg departments which 
are found in the organization of almost every joint stock 
bank imder these or shghtly different names — 

(1) The board rooms and rooms set aside for the accom- 
modation of the chairman and dnectors, the offices of the 
managmg directors, joint general managers, and assistant 
general managers 

(2) The Branch Inspection Offices 

(3) Chief Inspector's Office 

(4) The Chief Accountant’s Office 

(5) The BiU Office and Brokers’ Loans 

(6) The Stock Office 

(7) New Issues 

(8) The Coupon Office 



(9) The vanous clearing departments — 

(fl) Country Clearing 

(6) Metropolitan Clearing 

(c) Town Clearing 

(d) Walks Clearmg 

(e) Branch. Clearing 

{/) Agents’ Clearmg 

(10) In some of the older banks, transactions between 
branches of the same bank and branches of one bank with 
branches of another were recorded by keeping in Head 
Office a complete set of branch ledgers, one for each 
branch Transactions were then recorded by simply 
advising Head Office, who debited the account of one 
branch and credited the account of another When trans- 
actions of all lands are entered imder one account in tins 
manner, it is very hard to locate a discrepancy, and the 
system of branch ledgers is satisfactory only m a bank 
which has a comparatively few number of branches 
Most big banks have discarded the system of branch 
ledgers m favour oi the system hereafter descnbed 

(11) Head OfBce Correspondence and Circularizing 
Department 

(12) The Legal Department 

(13) The Premises Department 

(14) The Safes and Securities 

(15) The InteUigence Department 

(16) The Staff Department 

(17) The Income Tax Department 

(r8) Credit Information 

(19) Stationery 

When foreign business was less extensive, banks used to 
locate their foreign departments in them head offices The 
tendency is now for banks to buy large premises and locate 
their foreign departments altogether m what they variously 
style a " Foreign ” or " Overseas ” branch A bank that 
undertakes foreign business will require the following 
departments somewhere m its orgamzation — 
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(a) Dealing Room 

{b) Telegiaphic Transfers 

(c) Cuirency Accounts 

(d) Sterling Accounts 

(e) Cash, or Clearmg Department 
(/) Inland Payments 

(g) Commercial Credits " Inwards ” 

(h) Commercial Ciedits " Outwards ” 

(i) Foreign Bills for Collection 

(j) Inland Bills 
{k) Securities 

(^) Mail Transfers 

(vi) Translatmg Departments 

(n) Correspondence Departments 

(o) Shipping 

In addition to these there may be several special depart- 
ments organized to undertake some particular class of work 
pecuhar to the particular bank A bank that has branches 
abroad will have special departments in its London 
" Overseas '' branch to supervise tiansactions between 
branches abroad and branches in England The Midland 
Bank has a " Cunard ” office to super\ise the branches it 
maintains on board the Cunard liners Foi some time after 
the War many banks had an “ Enemy Debts ’’ clearing 
department to collect money on behalf of customeis through 
the Enemy Debts Clearing House 

The Organization of a Branch. 

One of the greatest difficulties experienced by a foreign 
student of oui banking organization is to understand how 
so many thousands of branches owned by a joint stock 
bank aU over the country can be controlled from Head 
Office, and accounts (domestic and foreign) with other 
banks conducted with such careful accuracy and yet with 
apparently an entire lack of adequate system The way 
m which Enghsh banks have solved this problem is simple 
m the extreme It is the standardization of all returns 
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rendered to Head Office and a standardization of the mode 
of effecting every transaction so that for every type of 
transaction there is one and only one recognized way of 
effecting it which must be observed by all branches The 
adaptation of one method of accounting to all branches has 
one important drawback Whereas an American bank 
can institute any modern system of machine book-keeping 
that will fit its mam office, the management of an Enghsh 
bank has to consider how far any new improvements will 
throw out the system of accountmg at aU the branches A 
system of machme accounting and rendenng of monthly 
statements such as one finds in the ledger department of an 
American bank, might be equally apphcable to the Head 
Office and some of the larger branches of an Enghsh bank 
But the management has to consider also the hundreds of 
small branches aU over the country, and it is no use effectmg 
a small economy in two or three branches if it is gomg to 
throw out the accountmg system and he unremunerative 
m hundreds of smaller branches, where, owmg to the 
comparatively small number of such transactions it would 
not pay to introduce a new system In this way the 
manager of every branch must conform to the methods 
instituted by Head Office and is left with very little scope 
for introducing his own methods of accounting 
American critics of our system will point to the many 
clencal processes that are performed by hand that might, 
as is done m American hanks, be done quicker and more 
accurately by machinery The author may say that the 
management of an English bank is more alive to the possi- 
bilities of modern accountmg systems than is commonly 
supposed There are two difficulties to their mtroduction 
First, the fact that clencal labour is comparatively cheap 
in England, while office machinery is comparatively dear 
Secondly, as stated, it is no use saving a few pounds a year 
by instituting some special book-keeping system at, say, 
a big London branch that will not be applicable to small 
country branches 
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Yet without advocating the complete 1 evolution of 
methods of book-keepmg in favour of the American system 
of working with mamfold copies, the author cannot deny 
that a great deal more could be done m the larger offices 
tow aids the introduction of office machinery and labour- 
saving appliances In America neaily all addmg machines 
are worked by electricity and ledgers are written up with a 
Burroughs Adding Machme which at the same time takes 
a carbon copy to serve as a statement sent to a customer 
instead of the pass book wntten up independently by hand 
m an English bank The Burroughs Addmg Machme 
Company have designed a machine specially suited to do 
ledger work in an Enghsh bank An illustration of the 
keyboard of such an electrically driven machine appears 
on page 116 Enghsh banks are giving the intro- 
duction of office machinerj' serious consideration, and 
two private firms, hlessrs Coutts and hlessrs Henry J 
Schioeder A Co , have reorganized their ledger departments 
on a S5'stem which allows the ledgers to be posted and all 
routine W'ork done by machuiery 

It IS on the basis of providing for a branch of average 
size that a jomt stock bank frames its system Branches 
vary very much in size In the mam office of a clearing 
bank several hundred clerks and officers will be employed 
At a small cormtry branch there may be no more than 
three or four including the manager Except m the 
number of transactions involved and the portion of work 
each man does m its division, the smallest branch is 
organized on very much the same Imes as the largest A 
branch having a manager, sub-manager, accountant, four 
or five cashiers, four or five ledger keepers, and ten or twelve 
other clerks, a couple of juniors, and half-a-dozen lady 
clerks, two messengers and a mghtwatchman, is a branch 
of more than average size It will be organized on some 
such lines as the following — 

(i) At the counter to attend to the public wdl be the 
four or five cashiers In a large branch it is possible to 
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arrange that certain cashiers pay and others receive, and in 
the main office and very large branches paying and receiving 
cashiers are sub-divided into letters correspondmg to the 
sections of the ledger in which customers’ names are located 
In a small branch this is not possible, and where there are 
not more than four or five on the counter each may both 
receive andpay 

(2) Behmd the branch counter is usually what is called 
the waste office, where the cheques paid in by customers 
and passed over to the clerks behmd are entered in waste 
books under the appropriate headings, Country, Metro , 
Town, etc , corresponding to the channels through which 
they are collected, and are sorted up into charges and agreed 
before bemg sent to the clearing offices at Head Office 

(3) Behmd the wasteoffice are the ledger keepers who enter 
up the debits and credits in the accounts of customers, corre- 
sponding to cheques the customers have cashed or paid in 

(4) The Day Book , as it is frequently called, is a depart- 
ment that works in conjunction with the ledgers Its 
work consists in dissecting the debit and credit items in 
columns corresponding to the sections of the ledgers to 
which they are subsequently posted The purpose of the 
Day Book is to divide the debits and credits according to 
the ledger in which they are posted, and thus enable each 
ledger to be balanced independently of the rest, by agreeing 
its trial balance with the total shown for it m the appropriate 
column of the Day Book 

(5) A biUs and securities office, and a deposit account 
office In a branch of some size these will be separate 
offices m separate departments But m the average size 
office such as we are descnbing, the class of work is under- 
taken by the same clerks who combine it all in what is 
called a " Secunties Department ” The department has 
contiol of the deposit accounts of customers and figures 
out and mserts the interest due on accounts or chaiges 
made from tune to time It also has charge of customers' 
secunties deposited with the bank and cuts off and collects 
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coupons where customers have so instructed It takes 
m biUs which the manager decides to discount foi customers 
and pays bills drawn on customers and made payable at the 
bank It also sells foreign drafts and arranges foreign 
exchange transactions with the Overseas branch 

(5) A correspondence department which deals with the 
correspondence imdertaken by the manager with customers 
of the branch and with Head Office 

(6) In a medium-sized branch the supervision of staff 
IS undertaken by an accountant who ranks next to the 
manager The accountant is, so to speak, responsible for 
the admmistration of the branch He arranges the change 
of staff hohdays, is responsible for the balance of cash held 
at the branch, supervises disciplme, and prepares for the 
signature of the manager the vanous Head Office returns 
In a small branch these duties are undertaken by the 
manager m addition to his own, and the chief clerk who 
assists him is commonly called the " second man ” In a 
large branch the accountant is usually assisted by at least 
one clerk who collects the attendance books in the mornmg, 
reports absentees and late attendances, and prepares his data 

(7) The manager of a large branch does not come much 
into personal contact with the staff, the supervision of which 
IS left to the accountant Although the salanes of managers 
vary very greatly with the size of the branch of which they 
have charge, their length of service and other considerations, 
their powers do not vary so much as is supposed, and as a 
general rule no manager is in a position to authonze a 
loan for more than a certain amount without the pnor 
consent of Head Office The limit vanes with the opinion 
Head Office management takes of his judgment and 
experience In most banks the majoritj' of managers of 
small branches have no power to authorize any loans 
v\ ithout prior sanction, and practically none of the managers 
of smaller branches has power to authorize a loan of more 
than, say, £500 to any one party without the sanction of 
Head Office 
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THE CLEARING SYSTEM 

When a clearing bank opens a branch the Committee of 
the Clearing Bankers decide whether the branch shall 
belong to the Town, Country or Metropolitan Cleanng 
If it IS a branch in one of the large provincial towns which 
has a local cleanng house, the local Clearing House Com- 
mittee will decide whether it comes within the local cleanng 
distnct There are no definite rules published by the 
Cleanng House Committee as to what constitutes the Town, 
Metropohtan, or Coimtry area, and each case is decided 
on its individual merits Roughly speaking, the following 
are the areas included by the three above-mentioned 
distncts 

The Town Clearing. 

Branches m the Town Clearing are branches within 
ten minutes' walk of the London Cleanng House As will 
be explained later there are two town cleanngs a day, and 
branches, in order to get credit the same day, send in the 
afternoon a good deal of their clearings direct to the House, 
and advise Head Office later of the totals passed through 
Customers such as stockbrokers and underwnters who have 
large amounts to pay in and large drafts to meet wish to 
have their cheques cleared with the greatest promptitude 
They cannot usually afford to keep their business accounts 
at a branch that is not m the Town Clearing It may, 
therefore, be a considerable advantage for the purpose of 
attracting accounts of this type to obtain the sanction of 
the Cleanng House Committee to the inclusion of a new 
branch m the Town Cleanng if it can possibly be arranged 

The Metropolitan Clearing. 

Metropohtan branches are branches that can be reached 
in thirty minutes durmg ordinary business hours The 
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cheques brought up from the Clearing House in the Metro- 
pohtan Cleanng are not sent to the branch by post but are 
picked up the same morning by a clerk or messenger sent 
from each Metropohtan branch A Metropohtan Cleanng 
branch must therefore be situated near enough to the city 
that it can send a messenger to Head Office every morning 
and allow him to get back m time for the cheques to be 
cancelled and afternoon charges delivered to Head Office 
by messenger before three o’clock The question whether 
a branch shall be a Metropolitan or a Country branch is 
therefore largely a question whether it can conveniently 
send a messenger to Head Office twice a day For the most 
part the Metropohtan Cleanng branches are located within 
an area of about five miles of the city , some others that 
can be reached easily m thirty minutes by underground 
railways or other lines that have a constant service, are, 
however, included 

The Country Cleanng. 

The Country Cleanng may be said to mclude all other 
branches in provmcial towns m England There is one 
pecuhanty of the English system , London is the cleanng 
centre for the whole of -England H is true that large 
towns such as Manchester, Liverpool, and Birmingham 
have provmcial cleanng houses which clear cheques drawn 
on branches and paid into other branches m the same tovhi 
or distnct, j’-et outside these few large towns which have a 
local cleanng London is the centre through which all 
cheques are sent regardless of the distance between the 
collecting and paying branches It is common in small 
provmcial towns for banks at the end of the day to ex- 
change cheques drawn on other banks m the same town 
against cheques on themselves and pay for the difference 
by a draft on their Head Offices m London But the 
settlements effected in this way are comparatively small 
Every other cheque on towns m England is collected 
through London, notwithstanding that the bank which has 
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received the cheque for collection is much nearer than 
London to the town of the bank on which the cheque is 
drawn For mstance, supposing tliat a cheque is paid into 
Barclays Bank, Newport (Mon ) Branch, diawn on Lloyds 
Bank, Cardiff Cardiff is about twelve miles distant from 
Newport . London about 120 miles in the other direction 
Nevertheless the cheque would be sent by Newport Branch 
m the County Clearmg to the Head Office of Barclays 
Bank, London, handed to Lloyds Bank in the Clearing 
House, and sent by Lloyds Bank, Head Office, Lombard 
Street, in a charge with other cheques by post to their 
Cardiff Branch This arrangement would be inexpedient 1 | 
in a country like the USA, which is many times larger 
than England It would be quite absurd, for instance,'/ 
for a Los Angeles bank to attempt to collect a cheque on 
San Francisco through New York Under the present 
arrangements organized under the Federal Reserve System, 
the cheque would be sent to the Federal Reserve Bank to 
which San Francisco belongs The English system makes ( 
for greater simplicity in accounting, which would become ! 
very comphcated if each branch sent cheques to a collecting 
agent in every one of the principal towns ' 

Owing to the considerable amount of attention that is 
devoted in banking text-books to the history and organiza- 
tion of the London Clearing House, many students not 
actively engaged in the banking business are apt to suppose 
that the Clearmg House is the sole agency by means of 
which large pa5mients between banks are liqmdated 
Although the majonty of cheques drawn on branches of 
English banks are paid through the London Cleanng 
House, there are several other important channels of 
collection These are — 

^The Branch Clearing. 

As a result of scores of amalgamations in the past, 
it IS common to find that a cleanng bank has now a thousand 
or more branches Customers of one branch are therefore 
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constantly paying into then accounts cheques which are 
drawn on another branch of the same bank It is obvious 
that it would be useless to send these to the Cleanng House 
because they cannot be handed over to any other bank 
I The only means of coUectmg them is through an mtemal 
I cleanng arrangement known as the “ Branch Cleanng ” 
Town and Metropohtan cheques drawn and paid into 
branches of the same bank are not kept separate from other 
Town and Metropolitan cheques but sorted under the name 
of the bank m the ordinary Town or Metropohtan charges 
sent to Head Office Thus supposing a customer of the 
Swansea Branch of the hhdland Bank pays into his account 
with other cheques — 

(1) A cheque on 5 Princes Street (Town Clearmg) Branch 

(2) A cheque on 159 Tottenham Coiiit Road (Metro- 
pohtan) Branch 

(3) A cheque on New Street, Bummgham (Country) 
Branch 

The first would be sorted under the heading " Midland " 
m the Town Charge , the second under " Midland ” in the 
Metropohtan Charge, but the third would be kept separate 
from the rest of the Country Charge and, with cheques 
drawn on other country branches, would be made up into 
a special charge known as the “ Branch” Cleanng 

When the Town and Metropohtan Charges are received at 
Head Office, the “ Midland ” cheques are kept together in 
the same way as the cheques for the other cleanng banks 
Instead of the Midland cheques being sent down to the 
Cleanng House, as would be the cheques on Lloyds, Bar- 
clays, etc , they are sorted into branches on which they 
are draivn When the clearmg is through, the cheques on 
each branch are machined at Head Office and picked up 
by the messengers sent by the Town and Metropohtan 
branches to take back these charges from Head Office 
The Town cheques that have been paid mto branches and 
are picked up at the Town Cleanng “ Out ” Department of 
Head Office by messengers sent from the Town branches are 
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usually called the " Town Remittance ” The Metropohtan 
cheques paid into branches of the same bank and picked 
up by the messengers sent from the Metropolitan branches 
are known as the " Head Office Charge ” The " Town Re- 
mittance " and the " Head OiEce Charge ” are usually 
ready and picked up by the messengers before the rest of 
the clearing, which comes through the Clearmg House, has 
been received The Town Remittance and Head Office 
Charge are taken back by the messengers from the Town 
and Metropohtan branches respectively as soon as possible 
to allow the cashiers to get on with the work of the day and 
cancel them before their counters get too busy For this 
reason most of the large Metropohtan branches send both 
a messenger and a junior clerk to Head Office every morning 
The junior clerk picks up the “ Head Office Charge " and 
comes back straight away The messenger calls at any 
other departments m Head Office where he may be wanted 
to pick up stock, uncollected coupons, etc , and takes back 
the remainder later 

As has been stated, the Country Branch Clearmg is kept 
quite distinct and sent to Head Office by the branches in 
sepal ate charges In the Head Office of every cleanng 
bank there is a department known as the Branch Cleanng, 
where all these branch clearing charges are sorted out into 
the branches on which the cheques are drawn The work 
of opening charges and sorting the cheques usually takes 
all the moriung In the afternoon a charge is made up for 
each branch and machmed and sent by post to the branch 
with the evenmg’s mail The method of agreement is very 
simple The total of what has been received from the 
branches is put together by sections of branches and should 
balance with the total of the charges that have been sent 
to the branches Of course mistakes occasionally occur 
Branches hst cheques incorrectly or mislay them in other 
charges mistakes are made m listing the cheques sent to 
the branches These errors can be located only by a 
process of " marking up " the amounts of the cheques 
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claimed to have been sent by the branches against the 
amounts shown on the machine shps of the cheques that 
have been sorted and sent to the branches on which they 
were drawn 

The Agents’ Clearing. 

The Country Clearing mcludes branches of cleanng banks 
in England and Wales Cheques drawn on banks in 
Scotland, Ireland, and the Channel Islands are sent 
through what is called the ‘‘ Agents’ Cleanng ” Formerly 
the Enghsh banks had working agreements with nearly 
all the Scotch and Irish banks to coUect cheques on them- 
selves or upon other banks in locahties easily reached by 
them All cheques drawn on branches of Irish banks in 
a certain area m South Ireland might, for instance, be sent 
by the Westminster Bank, to the Bank of Ireland, Cork 
Barclays Bank might have an arrangement with some other 
Irish bank to collect cheques in the same district on its 
behalf The terms upon which the Scotch and Irish banks 
agreed to effect the collection of such cheques depended 
upon the terms of the mdividual agreements they chose to 
make vuth the English banks ■ “Usually they charged a 
slight commission and in addition had the use of the pro- 
ceeds of the lenuttance until advice of credit was received 
by the English bank Ihe English bank reimbursed itself 
by making a commission charge — ^usually ^th per cent 
(with a mimnium of 3d) — ^to the customer for collecting 
such cheques The J^th per cent charged to the customers 
being reckoned on separate amounts to the nearest penny, 
amounted to more than the Jth per cent charged on the 
gross amount of the remittance by the Scotch or Irish 
bank The collection ariangements agreed upon m the past 
between the Scotch, Irish and English banks still continue 
with one important modification Within the past few 
years the majonty of the Enghsh clearmg banks have 
acquired Scotch and Irish afiUiations, and instead of, as 
formeily, sending cheques to the nearest branch of a bank 
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that happens to be an agent, they now send their cheques 
whenever possible to the Head Office of their affiliations ui 
Scotland or Ireland which collect the cheques through then 
branches Whenever cheques are drawn on branches of 
a Scotch or Irish affiliated bank, the English bank does not 
charge its customer for coUectmg them Although m the 
system of accounting, affiliated Scotch and Irish banks are 
treated as " agents " and not as branches, no charges are 
made on either side for collecting cheques, and customers 
benefit to that extent 

The Agents’ Cleanng is, stnctly speaking, a misnomer , 
that is to say, cheques are not sent to the Cleanng House 
after they reach Head Office There is only a cleanng m 
the sense that all branches send their cheques to Head 
Office where they are sorted together into charges of cheques 
to be collected by the same agent An agent’s account is 
kept with each agent and affiliated bank to which cheques 
are sent for collection and this is debited with the totals 
of the cheques sent each day It sometimes happens that 
a customer wishes to have a special presentabon made of a 
cheque drawn on a Scotch or Insh bank and its fate to be 
wired In such cases the cheque is sent with a prepaid 
telegram attached to the branch of the bank on which it 
IS drawn if it is an agent, or to the nearest branch of an 
agent and presented as an mdividual item The amount 
is debited to the account of the collecting agent in the 
-Agents’ Ledgers, which are accounts quite separate from 
the Agents’ Clearmg Department 

The Walks Clearing. 

Lastly among the non-clearing channels of collection 
there is what is improperly called the Walks Clearmg 
There are in the city of London a great number of foreign 
banks and finance houses who keep current accounts of 
customers at liberty to draw cheques on them Such 
cheques cannot be collected through the Cleanng House 
because the banks in question have no cleanng agent 
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The department that undertakes this function is known as 
the Head Office Walks Formerly such items used to be 
hsted under a miscellaneous column m the Metropolitan 
Clearing In most banks the practice is now to make a 
separate charge of such items, send them to Head Office and 
the Head Office Walks Department collects them by hand 
In the New York Clearing system cheques drawn on non- 
cleanng banks m New York are mostly collected by the 
city collections department of the New York Clearmg 
House , that is to say, the items are sent to the Clearing 
House by each bank and the Clearing House sends out its 
own messengers to make presentation of the cheques sent 
to it by all the cleanng banks No such organization 
exists in the London Cleanng system Each bank sends 
out its own messengers Whereas in New York there are 
fifty-two clearing banks, m London there are only ten 
independent banks, so that it is perhaps preferable for 
each bank to collect its own articles and make its own 
agreement Like the Agents’ and the Branch Clearings, 
the Walks Cleanng is not a clearing in the proper sense 
of the term Each branch sends its walks items to Head 
Office where they are sorted together mto drafts on the 
same institution 

For the sake of convenience the Walks Department 
collects, besides cheques. Post Office Orders, Money Orders 
and Drafts on the vanous departments of State such as the 
Paymaster-General and the Ministry of Pensions It also 
collects biUs drawn on concerns that can conveniently be 
reached The Walks distnct is mapped out mto numbered 
districts corresponding to Walk i. Walk 2, Walk 3, etc 
The areas are so arranged that a clerk is able to dehver all 
charges on institutions belongmg to his particular walk, 
have his lunch, pick up the payments and any unpaids, and 
return to Head Office 111 time to pay his money in and pass 
his cheques through the cleanng 

The anangement of walks vanes in different banks 
and IS settled solely by the bank’s own convenience As 
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legards the mode of making payment, a clerk will usually 
take a cheque from a well-known institution such as a 
hank or large company In collecting bills drawn on 
private concerns he must use his discretion If he takes 
a cheque which is subsequently returned unpaid the bank 
has a nght of payment for what it is worth which it can 
enforce against the drawer It loses the nght it previously 
had agamst pnoi indorsers and the drawer of the draft for 
which it took the drawee’s cheque m payment When 
a clerk makes presentation of a bill for payment to a 
concern that is in low water a representative of the firm 
wdl often make various excuses for not wanting to pay it at 
the moment A Walk’s clerk unless he is paid wdl leave a 
hotice saying that tlie bdl is awaiting at Head Office, and 
unless it IS paid before the close of business the bdl wdl he 
protested and returned to the pnor mdorser 
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THE METHOD OF CLEARING AND 
COLLECTION OF CHEQUES 

In order to make the system of clearing quite plain to 
readers who may not be engaged in the banking business, 
the best method that can be adopted is to trace the course 
of a cheque through the branch of the bank which collects 
it to Head Office, through the Clearing House back to 
the branch on which it is drawn where it is paid and handed 
back to the customer with other paid cheques in the flap 
of his pass hook. 

The Drawing of a Cheque. 

Cheques are printed in several sizes to suit the needs of 
customers. Private persons who carry a cheque book 
about with them usually prefer a small, whereas business 
firms generally prefer a larger, size. In the U.S . A. , although 
cheque payments are equally numerous in this country, 
cheques are of uniform size which enables them to be much 
more conveniently handled by banks. An English bank 
receives over its counter cheques of varying sizes and 
shapes, and in machining and sorting large bundles mistakes 
not infrequently result from the midget size cheques 
preferred by some private persons being overlooked when 
they get lodged between poster size cheques used by sorne 
business firms. There is nothing to prevent a customer 
writing a cheque on a piece of ordinary paper and stamping 
it with stamps of the value of two pence if he so feels in- 
clined, but, as far as possible, customers are encouraged to 
use the forms provided by their bank, which are issued in 
books of thirt}^ or more to be torn out, leaving the 
counterfoils in what is termed the stub.'' 
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Some firms, as a method of advertisement, prefer to have 
their names printed on the forms with some distinctive 
design to show their line of business. A well-known firm 
of florists issues cheques with a very artistic decoration of 
flowers round the border. These special designs are usually 
ordered by the branch of the bank through the bank's 
stationery office which arranges with the bank's printers 
to make a design and engrave the plates to the satisfaction 
of the customer. 

Some years ago it became the fashion of some customers 
to insist upon having cheques issued to them with patent 
protective devices. Others insisted upon some elaborate 
form of receipt being signed on the back. Many municipal 
corporations, for instance, insisted upon issuing a cheque 
which was payable only on the condition that a declaration 
was filled in by the payee on the back to the effect that he 
had received the money in payment for certain services 
mentioned. As could have been expected, the issue of 
such cheques to persons of all classes, many of whom are 
quite illiterate, resulted in many declarations being in- 
correctly filled in. The same applied to the elaborate 

Under Pounds " in tables printed in the body of the 

cheques which were incorrectly completed by the persons 
who drew them. Besides the considerable extra work 
given to cashiers in the scrutiny of all these details two 
additional difficulties arose. First, in the event of a 
declaration being incorrectly completed and a cheque being 
paid by the bank, were they entitled to debit it to the 
account of their customers in contradiction to his order 
in the receipt declaration ? Secondly, was such a cheque 
a cheque within the meaning of Section 73 of the Bills of 
Exchange Act, that is to say, an “ unconditional order " for 
the collection and payment of which a bank was entitled 
to the protection given him on other cheques by Section 
60, 80, and 82 of the Bills of Exchange Act ? It was 
quickly seen that the extension of the practice of issuing 
cheques in such a form would result in banks being deprived 
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of all the protective sections of the Act and instead of a 
comphcated receipt declaration being a safeguard to the 
bank against fraud, it would be more likely to involve the 
bank in liability for conversion for paying or collecting 
cheques that had been stolen or misappropriated. For 
these reasons banks now discourage customers from issuing 
cheques containing anything other than a straightforward 
order “ Pay or order pounds."' 

If the customer wishes to protect himself from fraud by 
a cheque being stolen in the post or misappropriated, he 
has three courses open to him which give him ample 
protection — 

(i) He can cross the cheque generally, or cross it specially 
to the branch of the bank where the payee banks, if he 
happens to know it. 

(ii) He can make the cheque payable to the payee or 
order or he can restrict its further negotiation by making 
it payable to the payee only. 

(hi) He can restrict its negotiation absolutely after 
making it payable to the payee only, by adding the words 
“ Not negotiable; account of payee ” to the crossing. It 
is seldom that all these safeguards are adopted in the draw- 
ing up of the cheque and the majority of persons are content 
with crossing a cheque specially and adding the words 
'‘Not negotiable." 

The branch of each bank obtains a store of cheque books 
of various sizes from the bank's stationery office. The 
bank arranges for the cheques to be stamped by the ^ 
Inland Revenue authorities in books containing 30, 60, 120, 
and 500 cheque forms, and thus pays the tax before they 
are issued by customers. On receipt of a supply of cheque 
books from the Stationery Department they are entered 
in a Stamped Cheque Book Register which shows the 
distinctive numbers of cheques in each book. The value 
of the cheques received is debited straight away to Stamped 
Cheque Book Account. Each book contains an order form 
(to be filled in by the customer when he requires a new book) 
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requesting the bank to debit his account with the cost. 
As books are issued to customers, the accounts are debited 
with the cost and the books marked off in the Cheque Book 
Register with particulars of the customer to whom they 
were issued. In this way if a customer loses his cheque 
book it is very easy to ascertain the numbers and inform 
Head Office so that the particulars can be put in the Head 
Office circular which goes to all branches warning them 
that the cheque book has been lost and that the cheques 
may be put to an improper use. 

It sometimes happens that a customer comes into the 
branch and wishes to draw out money but has not his 
cheque book with him. Being known to the bank there 
is no danger in allowing him to fiU in a cheque at the 
counter ; and for this purpose cashiers are issued in the 
same way as customers with a book of counter cheques. 
The customer usually pays the two pence tax on the cheque 
over the counter, but if the amount received for cheques 
over the counter does not amount to their value, the 
deficit is debited as a working expense to General Charges 
Account of the branch. In this way the Stamped Cheque 
Book Register balances in bulk, and the value of the stock 
of stamped cheque books in hand should equal the balance 
of the Stamped Cheque Book Account. 


THE CASHIERS 

As has previously been explained, in an office of any size 
it is usual to set aside one counter for receiving and another 
for paying cashiers. In a large officer such as the Head 
Office Branch it is common to have a couple of cashiers 
who do nothing but take in Country, Scotch, and Irish 
cheques. Country cheques are received for most customers 
on a collection basis and are credited after sufficient 
time — Country items two days, Scotch four, Irish five days 
-—has been allowed for their collection. 
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The Paying Cashiers. 

The paying cashiers are usuaEy under the diiection of a 
senior or head casluer who, with the accountant, is respon- 
sible for the maintenance of an adequate cash reserve in the 
branch Before the War the majority of cash pa3mients 
for small amounts, such as the payment of cheques over 
the counter, were made in gold Smce the War the Treasury 
£i and los notes have taken the place of the gold coin in 
circulation Although it is theoretically possible to obtain 
gold in exchange for Treasury and Bank of England notes, 
gold IS never paid out and the bulk of a bank’s tiU money 
consists of Treasury notes The rule that a Bank of 
England note received from a customer is never paid out 
IS stiU adhered to in London, and Bank of England notes 
received over the counter are sent to Head Office which 
pays them to the credit of the bank’s account for cancella- 
tion at the Bank of England Treasury notes, unless they 
are badly soiled, are, however, constantly paid out to the 
public, and when a large amount is taken in by the receiving 
cashiers it is frequently handed straight away to the pa5nng 
cashiers The rule in most banks is that the bulk of the 
branch’s cash shall be kept m the vaults and no more 
held by the cashiers than they requue to meet current 
demands 

If a customer, say a large manufacturmg company, 
wishes to make unusual demands, say the payment of a 
Chnstmas bonus to its workmen, notice is usually given to 
the branch and the additional amount is taken by motor 
car from Head Office and is not kept any time at the branch 
It happens, of course, that on certain days (e g Friday) 
customers make unusually large demands for cash to pay 
their workpeople and the head cashier usuallj' keeps some 
form of diary’ as to how these demands fall due so that he 
can arrange with Head Office to have such sums m leadiness 
The general rule is not to keep a larger amoimt on the 
premises than is strictly necessary 

Similarly, the rule with cashiers is that no single cashier 
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shall have more than £500 tinder his control for any length 
of time, and, if at the end of the day it appears that he has 
more than this limit, the balance is transferred to the vaults 

In American banks " tellers,” as American cashiers are 
called, are locked in a steel cage so that it becomes a 
physical impossibility for anyone to take money out of their 
keeping without their connivance, and the usual check upon 
their honesty is a surprise audit by the bank’s auditor 
In an Enghsh bank the counters are much more open, but 
a very efficient method of check is exercised by making aU 
the cashiers rotate their tiUs every morning Every 
evening every cashier makes up his balance for the day 
>,and his till money is locked up m the vaults till the next 
mormng The next mormng his till is handed over to 
another cashier who counts it mdependently and uses it to 
work his own coimter for the day, after which it is handed 
over to another Fraud under these precautions would be 
practically impossible if cashiers earned out the instructions 
and independently checked their balance before starting 
When fraud has been perpetrated it has usually reraamed 
undiscovered because the money has been taken from what 
have been represented as unbroken packets, the contents 
of which have never been examined untd the occasion 
arose for them to be opened 

Where the cashiers are divided mto paying and receiving 
cashiers, each works only one side, the paymg cashier 
the credit side and the receiving cashier the debit side of 
the Cash Book The duties of the paymg cashier may be 
divided into two categones First he has to attend to the 
counter and cash cheques for customers Secondly he has, 
durmg the course of the day, to inspect the cheques 
belonging to his particular section of accounts received 
from the “ In ” clearing department and cancel them if 
they are m order 

About eleven o’clock every morning the messenger or 
jumor from Head Office returns to the branch with the 
Town Remittance {if the branch is a Town Clearing branch), 
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or Head Office Charge (if the branch is a Metropohtan 
Clearing branch) , that is, cheques drawn on the branch 
that have been paid into other branches and sent forward 
in the cleanng to Head Office for collection The cashiers 
have the duty of inspecting each cheque, seeing that it is 
m order, the signature is valid and the indorsement appar- 
ently in order, the account not over-drawn, etc , before 
it IS decided to cancel the cheque and pay it Each paying 
cashier keeps m front of him a " stop card .” a list of cheques 
that have been " stopped ” and of customers whose accounts 
are overdrawn without permission 

By contmually handling cheques drawn on the same 
accounts cashiers get to loiow the signatures of customers 
and can tell at a glance whether a signature is good or not 
When he inspects a cheque he bears in mmd the foUowmg 
pomts — 

(i) It IS important to see that the cheque is not post-dated 
and IS not stale To these points the cashier has to pay 
particular attention at the beginmng of the year when 
customers have not accustomed themselves to writing the 
new year in figures If a cheque is post-dated it is not 
payable on demand and cannot be debited to the account 
of the customer The bank m acceptmg it through the 
cleanng becomes a holder of an inchoate instrument and 
takes it subject to the equities attaching to it The period 
for which a cheque may be m circulation before it is reck- 
oned stale vanes with the practice of different banks 
Section 29 of the BiUs of Exchange Act defines a “ holder 
in due course ” as one who has taken a biU, complete and 
regular on the face of it, under the following conditions, 
namely " (a) that he took it before it was overdue," etc 
What IS a sufficient time to affect the negotiability of a 
cheque or the title of a holder is determined by “ the nature 
of the mstrument, the usage of trade and of bankers, and 
the facts of the particular case " (Section 74) Eight days 
has been held to be an unreasonable time to hold a cheque 
before presenting it for payment, to mvahdate the title of a 
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holder, but such considerations do not affect the period 
during which the paying bank is authorized to pay 
a cheque and debit it to a customer frhe cheque is 
legally valid foi six years before it ceases to be an obliga- 
tion barred by the Statute of Limitations Most banks, 
however, adopt three months as the limit of a dividend 
warrant and six months for a cheque and will not pay 
a cheque that has been m circulation for apparently 
a longer period | 

(2) The second important point is to see that the cheque 
IS stamped The Stamp Duty on a cheque is 2d , which 
must be placed on the cheque by the drawer at the time he 
draws it If he does not do so, the paymg bank may 
validly put the stamp on and cancel it, deducting the 
amount from the proceeds paid to the holder, or debiting 
it to the account of the drawer, but the paying banker 
does not relieve the drawer from his Lability by so 
domg In practice the collecting banker frequently 
affixes the stamp and debits the account of the customer 
for whom it is collected The practice is, however, not 
legal 

(3) The third pomt to note is that the cheque is vahdly 
signed Some illiterate customers sign their names in 
various ways and it is sometimes hard to tell whether a 
signature is that of the person it purports to be or not 
When a customer is introduced to the manager of the 
branch and opens an account, he is always required to make 
a specimen signature in the signature book opposite the 
name of the person who introduced him The signature 
book should be indexed with the ledgers so that either the 
cashier or the book-keeper can turn up the specimen 
signature ivithout difficulty 

(4) The fourth pomt to notice is the ciossmg The 
practice of crossing cheques with a view to malung them 
payable only when presented by a banker seems peculiar 
to England and such of the self-govemmg colonies that 
have adopted the English usages m regard to negotiable 
instruments The Bdls of Exchange Act which codified 

10— (1026) 
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the law relating to negotiable instruments defines a crossing 
thus (Section 76) — 

(1) tVhere a cheque bears across its face an addition of — 

{a) The words " and company " or any abbreviation thereof 
between two parallel transverse lines, either with or without the 
words '' not negotiable " , or 

(b) Two parallel transverse hues simply, either with or without 
the words " not negotiable,” that addition constitutes a crossing 
and the cheque is crossed generally 

(2) \Vliere a cheque bears across its face an addition of the name 
of a banker, either with or without the words " not negotiable," 
that addition constitutes a crossing, and the cheque 15 crossed 
specially and to that banker 

Section 78 states that a crossing is a material 1 part of 
the cheque, and Section 79 — 

(1) Where a cheque is crossed specially to more than one banker, 
except when crossed to an agent for collection being a banker, the 
banker on whom it is drawn shall refuse payment thereof 

(2) WTiere a banker on whom a cheque is drawn which is so 
crossed nevertheless pays the same, or pays a cheque crossed gener- 
ally otherwise than to a banker, or if crossed speaally otherwise 
than to the banker to whom it is crossed, or his agent for collection 
being a banker, he is hable to the true owner of the cheque for any 
loss he may sustain oiving to the cheque having been so paid 

The practical effect of these provisions in the law amounts 
to this — 

(а) A bank must not pay over the counter to a person 
not a banker a cheque crossed generally or specially to a 
banker 

(б) A bank must not honour a cheque which bears two 
crossings, one of them not bemg to a bank that is the 
clearing agent for the other The only modific§Ltion of this 
rule IS the case where the crossmgs are not obvious or have 
been obhterated or altered otherwise than authonzed m 
the Act In such a case the banker pa3nng the cheque 
m good faith and without neghgence is excused and meurs 
no liabihty If, however, the paying banker does cash a 

' When a payee has no banking account it is common for the 
drawer to cancel the crossing and add the w'ords " Pay cash " The 
banker will usuaJh accept this and pay cash though it is contrary 
to the provisions of the Act 
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crossed cheque over the counter or pay a cheque with two 
crossmgs presented through the clearing, he loses entirely 
the protection of Section 80, which says — 

Where d banker on whom a crossed cheque is drawn m good faith 
and without negligence pays it, if crossed generaU> , to a banker and 
if crossed spectall> to the banker to whom it is crossed, or Ins agent 
for collection being a banker, the banker paying the cheque and if 
the cheque comes into the liands of the pa>ce, the drawer, shall 
respectie eljr be entitled to the same rights and be placed in the s.ame 
position as if payment of the cheque had been made to the true 
owner thereof 

If the person presenting the cheque for payment, or for 
whose account the cheque is bemg collected, had a defective 
title or no title at all, the paying banker can be required by 
the rightful owner to pay him, the true owner, any damages 
which he may have suffered by the banker discharging the 
cheque 

(5) The fifth point to notice is that the cheque is properly 
filled m If the amount mentioned in the wording in the 
body of the cheque is different from the amount in figures, 
the banker is legally entitled to pay the amount mentioned 
in the wording, though usually he returns the cheque with 
the answer “ woids and figures differ ” 

(6) The sixth point to notice is the regulanty of the 
indorsement If the cheque has been altered from ' ' order ’ ' 
to bearer, the alteration is material and must be initialed 
by the drawer The initials of the payee are not sufficient 
The legal requirements govemmg the vahdity of an in- 
dorsement are set out in Section 32 of the Act An 
indorsement may be said to be the signmg of a holder’s 
name usually on the back of a bill completed by delivery 
winch constitutes the formalities of negotiation of a bill or 
cheque not payable to bearer An indorsement is in no 
sense a receipt and in no case requires to be stamped 
The payee should sign his name in the same way as described 
on the face Complimentarj'' prefixes and suffixes such as 
Mr , Mis , Miss, Captain, and Esq , are unnecessary and 
should be onutted The examples on pp 138 and 139 
illustrate common difficulties in regard to indorsements 
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Cheque payable to — 

JlR Smith 

Mrs John Muggins Smith 


Miss Lucy Smith 
(now married) 

J Smith, Senior 
John Smith, Junior 


J Smythe 


Messrs Smith 




The ABC Company, Ltd 


' Mohamld Slopdr Ali,” 
and indorsed in oriental 
characters 
J Smith 

{ 4n illiterate person unable to 
write his name) 


J Smith 

( Indorsement made in pencil) 
The Misses Smith 


Indorsement should be — 

J M Smith 
Gladys Ellen Smith, 
wife of 

John Muggins Smith 
Lucy Brown {or L Brown), 
nee Smith 

John Smith, or J Smith 
John Smith, Junior, or 
J Smith, Junior 
J Smythe 
J Smith ‘ 

C & J Smith, or Smith & Son, 
or Smith Brothers or Smiths 
J Smith (a mere surname is not 
a signature except in the case 
of a peer or bishop) 

The ABC Co , Ltd , 
or Per pro 

The ABC Co , Ltd , 
or For and on behalf of 
The ABC Co , Ltd , 
or On account of 

The ABC Co , Ltd , 
or For the ABC Co , Ltd , 

J Brown, Secretary 
( The last is the more usual form) 
Should be previously confirmed 
by the collecting bank 


His 

J Smith 

Mark 

Witness J Brown 

1 1 Ottoway Terrace, 


This IS a sufficient indorsement 
{Geary V Physic c, p &■ C 234) 
Lucy Smith 
Jane Smith’ 


1 Section 32, subsection {r), of Bills of Exchange Act, ” Where m 
a bill pay able to order, the payee or indorsee is wrongly designated 
or his name is misspelt he may indorse the bill as therein desenbed, 
adding, if he think fit, his proper signature " 

* Section 32, subsection 32. " Where a bill is payable to the order 
of tivo or more payees, or indorsees, who are not paitners, all must 
indorse, unless the one indorsing has authority to indorse for the 
others 
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J Smith 
( Nod) deceased) 

The trubtecs of J Smith 
" Pay wages or order " 

Unpaid Cheques. 


Tor J Smith, 

J Brown, 

E-\.ecutor 

{or tf Smith died intestate, 
" Administrator ”), 
or " For self and Co-eyecutors 
of J Smith 

{The signature of one executor 
IS sufficient) 

John Brown, Ixrubteps 
Henrv Robinson, 1 
( III trustees must sign] 

No indorsement is required 
Under Section 7 the payee 
being a " non-existing or fic- 
titious person,” the pai-ing 
banker may treat the cheque or 
bill as payable to bearer 


When a cashier decides for any reason not to pay a 
cheque, he marks the reason clearly in the top right-hand 
corner Since cheques are continually being returned for 
similar reasons, bankers aie in the habit of using abbrevia- 
tions in stating their answers which according to the 
custom of bankers ha\ e an accepted meaning and are not 
required to be written m full The following are the more 
common abbreviations — 


" Crossed to two banks " Most bants will pay against the confirm- 
ation and guarantee of the collecting bank which is rubber stamped 
on the back of the cheque when the collecting bank re presents it 
"B D” {Drawer dcaased) Notice of death of a customer ter- 
minates the banker’s authonty to pay cheques drawn b\ him 
The authonty is also terminated by— 

{a) Notice that the customer has committed an act of bankruptcy 
which IS asailable to a creditor 

(i) Notice of the customer's lunacy or insanity 
(c) file banker’s being served with a garnishee order attaching 
the balance of the custoraei's account 

'DR" {Discharge required) Cheques issued by some local 
authorities and some forms of dividend warrants require some form 
of receipt to be signed in a form pnnted on the cheque If the 
pa\ ee has not duly completed it his discharge is required 

'' E I " {Endorsement irregular) For v anous forms of irregulanty 

see above 

” E N C " {Lpfects not cleared) This means that the drawer has 
paid in country cheques or other eftects which are m course of col- 
lection but the proceeds of which have not been received and are 
not av adable to meet the cheque 
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"E R” (Endorsement required) II the payee is, say, a foreign 
bank it may be inconvenient to send back a cheque for the comple- 
tion of an irregular indorsement of the foreign bank’s, customer In 
such instances it is etiquette among bankers to accept the collect- 
ing bank's confirmation and guarantee nhieli is lubber stamped 
on the back 

"Mutilated ” When a cheque is torn in such a way that the date, 
signature, indorsement or some material portion is missing, or where 
the mutilation is of such a kind that it might be taken as evidence 
that a holder had intended to cancel it. the paying banker is required 
to return it When cheques are receive by post it sometimes 
happens that in cutting open the en\ elope a cheque is cut in half 
The person responsible for the mutilation should write “ Accident- 
ally torn by me,” adding his initials and the date, and the collecting 
bank should confirm the mutilation on the back Many times 
during the War mail steamers were torpedoed and the mail bags had 
to be taken out of the holds of the yessels by divers After being 
in salt water for seseral months cheques were frequently quite 
obliterated In such cases it is usual to get the amount confirmed 
by the drawer and present the cheques specially to the paying 
banker, gu ing the latter a letter of indemnity holding him harmless 
from all loss in making payment Such a letter must be stamped 
with a sixpenny contract stamp to make it \alid When cheques 
are comjiletely destroyed, the procedure adopted is to apply to the 
drawer for a copy which is clearly marked “ Duplicate,” and is 
presented specially for pay ment wnth a letter of indemmty to the 
paying banker If the original cheque extntiially turns up the 
holder should hand it to the collecting bank who should send it 
to the paying bank with a request for the surrender of the letter of 
indemnity 

" iV ^ ” (No adviCi) When a customer makes his bills payable 
at a bank he usually adxises previously the paying banker to pay 
them Also w hen clicques or demand drafts are drawn on an English 
bank bv a foreign bank or person resident abroad, it is usual for the 
drawer to notify prexioush the paying banker The abbreviation 

N \ ” IS sometimes incorrectly used for ” No account " 

A ZT " { Ao ef)eUs) Means precisely the same as " No funds " 
or ' Not sufheient ” 

‘ X r " { A'o Junds) This means that the drawer has no money 
in his account or not sufficient to pay the cheque A banker ne\ er 
informs .i pay ce Imw much money there is in the account The rule 
about paring is ‘ first come, first serreJ " Unless the drawer has 
previouslr instructed that a certain cheque shall be paid and money 
shall be set aside to meet it, the bank is in order m pay ing cheques 
m the order in whieh the\ come to hand and a cheque of smaller 
amount ma\ be subsequently paid after a larger cheque not cor ered 
by the balance has been refused payunent 

X O " (Xo oidtrs) Means precisely the same as " N A ” 

^ ' A’_^” [Xut sufficuvt) Means precisely the same as "No 

" Xui Sij/iiKfaij ” Many' Jewish firms, for instance the Jervish 
Colonial Trust, do not open for business on Saturdays, and the 
Walks Department of Head Otficc has frequently to return bills 
with this answer On no account should the abbreriation "NS ,” 
which IS ahrars understood to mean " Not sufficient” be used to 
mean " Not Saturdays ’ 
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“ R D ” (Refer to drawer) Thjs answer usually means that the 
drawer has no funds to meet the cheque, though unltke the abbre- 
viation " N F ” or " N S it does not definitely say so For this 
reason it is more frequently employed A bank that returned a 
cheque ivith the answer “ R D ” if the customer had sufficient 
funds to meet it would be liable to pay the customer damages in 
the same wav as if he had given the answer "NS” 

"IF and F D " (Words and figures differ) This answer is usually 
written 111 full Although the paying banker is entitled to pay the 
amount m words, he usually returns the cheque for the collecting 
bank’s confirmation If the collecting bank or the Clearing House 
clerks notice any discrepancy, they should mark the amount at 
which the article has been charged up in the clearing underneath the 
amount in figures, thus — 

" Pay John Smith or Order 
One hundred pounds nine slullmgs and six pence 
£100 iq 6 

Taken as £100 19 C " 

and this amount is claimed for the cheque in every part of the u ork 
Banks take no account of halfpence and when a cheque is drawn for, 
say, £100 19s GJd , it is usual for the collecting bank to strike out 
the id and charge it up as £100 19s ( 5 d , and the paving bank to 
pay It as such without returning it 

"Wrongly delivered" This is an answer put on a cheque bj the 
paying bank or more usually by its Head Office When a niis-sorted 
cheque is presented in the Cleanng House to the wrong bank the 
mistake IS usually found out by the sorters in the in-clearing at 
Head Office li there is time the cheques are immeihatUy sent 
down to the House in a special envelope and charged to the correct 
paying bank Otherwise they are marked " Wrongly delivered ” 
and charged back to the presenting bank 

Returning Cheques. 

The tune m which notice of dishonour must be given to 
affect the liability of parties to a bill is governed by Section 
49 (Subsection 12) of the Bills of Exchange Act, which 
provides that the notice may be given as soon as the bill 
IS dishonoured and must be given within a reasonable 
time thereafter In the absence of special circumstances 
notice is not deemed to have been given within a reasonable 
time unless — 

(a) Where the person giving and the person to receive 
notice reside in the same place, the notice is sent off in 
time to reach the latter on the day after the dishonour 
of the bill 

(&) Where the person giving and the person to receive 
notice reside in different places, the notice is sent off on the 
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day after the dishonour of the bill, if there is a post at a 
convenient hour on that day, and if there be no such post 
on that day then by the next post thereafter 

This legal provision, however, seldom comes into opera- 
tion as far as banks are concerned WThere a cheque is 
refused payment for want of funds or because pa3nnent 
has been countermanded, m order to preserve his right of 
recourse against the dra-u,er it is not necessary for the holder 
to give him notice (Section 50, c, 4 and 5) but he must give 
previous indorsers due notice If a cheque 01 bill is 
presented over the counter and payment is refused, the 
answer is marked on the article and it is returned straight 
away. 

The rules governing cheques presented through the 
cleanng are bnefly as follows — 

(1) If the branch of the paymg bank is a Town Cleanng 
branch the return is sent back through the cleanng the 
same day The last batch of returns have to be at the 
House at the time of the final delivery and they are charged 
back to the presenting bank in the same way as an article 
draivn on it 

(2) Formerly, a cheque drawn on a Metropolitan clearmg 
branch used to be returned to Head Office and charged 
back to the presentmg bank with the Town Clearmg returns 
through the Clearing House This involved sendmg a 
messenger to Head Office every afternoon For some time 
past it has been the practice to treat Metropolitan returned 
cheques in the same way as Country returns and send them 
direct to the branch of the collecting bank 

(3) If the branch of the paymg bank belongs to the 
Countr}^ Cleanng it will return any cheques presented 
through the cleanng direct to the branch of the collecting 
bank as shown by the crossing The usual arrangement is 
that the countiy branch recenes its Country Clearmg 
charge from Head Office by post every morning The 
charge is machined and agreed with the amount claimed 
for it by Head Office as shown by the duphcate machine 
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slip sent by Head Office with the packet The cheques 
are then scrutinized by the pa3nng cashier, and any cheques 
that are to be returned thrown out Head Office is then 
credited on the Head Office daily letter with the amount 
of the charge and debited by “ Return voucher ” with 
each article sent to branches of the collecting banks 
The time limit for the dispatch of cheques so returned is 
the closing of business on the day that the country branch 
receives them from its Head Office Enclosed with its 
returns debit to Head Office the branch sends a number of 
return shps, one for each cheque that has been sent direct 
to branches of other banks The Head Office Country 
Clearing department uses these shps to claim the respective 
amounts m the Cleanng House statement two days later 
from the Head Office of the banks to whom the cheques 
have been sent 

All returns are entered up at the branch in a Retumed 
Cheque Book, which gives particulars of the drawer, 
amount, date, to winch bank returned as shown by the 
crossing, and reason for the return In the case of a cheque 
which IS being returned for want of funds, notice is some- 
times given to a customer (if his account is a % aluable one) 
to allow him a chance of paying in money to meet it The 
bank is under no obligation to do so and uses its owm dis- 
cretion entirely If the cheque is for a small amount the 
manager may decide that the cheque is to be paid, thus 
authorizing a small overdiaft The customer is informed 
that his account has gone mto debit and he is asked to put 
it in credit or make apphcation for a loan or overdraft 
undei the bank’s usual conditions The usual practice is 
for the junior to take''roimd the Returns Book for the 
manager to see and decide whether any of the returns 
shall be held back and paid When senous mistakes 
affecting the credit of a customer occur, they are usually 
due to a misunderstanding by the customer w’ho has made 
overtures for a loan or overdraft and has gone on issuing 
cheques before the advance has been agieed upon 
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The Receiving Cashiers and The Cash Balance. 

The method of agreeing the cash is rather simpler when 
the books are divided into pa5nng and receiving A 
paying cashier has simply to count his money at the end 
of the day and this, added to the amount shown m his 
books as liainng been paid out, should equal the amount 
with which he started the day A receiving cashier has 
simply to show the same amount that he has taken in plus 
any large sums he may have handed over to the chief 
cashier to be put m the special till 

If a cashier both pays and receives, his book will be made 
up as shown on p 145 

Every morning a cashier checks the till which some other 
cashier has had the day before If the amount in it is 
small the chief cashier passes him sufficient cash, Treasury 
notes, silver, and copper or whatever he needs to enable 
him to start his day’s work If his cash balance is imduly 
large at the end of the day owing to his havmg taken in 
more than he has received, he hands over a round sum to 
the chief cashier and credits himself that amount in his 
book which the chief cashier initials He makes up his 
balance at the end of the day in a Counter Cash Book which 
he familiarty calls his " Bible ” For instance, the balance 
shown in the previous example may be made up as follows — 



£iSo 9 4 


The till, with the Counter Cash Book, is handed over 
next morning to some other cashier who independently 
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checks It before beginning his day’s work If a diflerence 
of £1 or over occuis it has to be reported to Head Office 
and a complete analysis of the cash takings and payments 
made in order to see whether the difterence is in the notes, 
silver or copper As a matter of principle cashiers aie not 
allowed to pay differences out of their own pocket and the 
amount is debited to a “ Shorts in Cash Account,” or it 
the till is o\er, is credited to “ Overs in Cash Account ” 
The cashiers having agreed their books, the chief cashier 
summaiizes their totals as shown on p 147 

The total of the first columns of the Cash Books represents 
the total of amounts paid m for credit of accounts in the 
Customers’ Ledgers and should agree with the totals taken 
from the left-hand side of the Day Books This total, 
plus amounts receiied and credited to General Ledger 
Accounts, as shown by the totals of the second columns, 
less the total of cash included in the credits, should equal 
the total amount of the cheques paid m for credit of all 
accounts This last amount should agree with the total 
of the remittances sent to Head Office as shown by the 
Waste Book On the credit side of the Cash Book, the 
total of the last columns (the amount of cash paid for 
cashing cheques o\er the counter) plus the amount of the 
charges receiied from Head Office for cheques drawn on 
the branch and presented through the Clearing should 
agree with the totals of what is debited to accounts in the 
Customer-,’ Ledgers as showm by the summary of the 
nght-hand sides of the Day Books Having agreed the 
totals of the debits and credits, and of remittances to 
Head Oflice and proi ed the balance of all cash in hand for 
the day, the accountant is then given the figures for making 
up the Central Ledger balance for the totals for the day 
This IS explained on page 177 

Bank of England Notes. 

Treasure’ notes, if the} arc clean, are frequently paid 
out to customers again, but a rule is observed that, as far 
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as possible, bank notes received from customers should 
not be paid out again Bank of England notes are usually 
sent straight away to Head Office which returns them to 
the Bank of England w'here they are destroyed 
In order to trace Bank of England notes a register is 
kept showing the particulars as follows — 



THE WASTE OFFICE 

The function of the waste office is to make a record of 
the \ anous items received for credit of customers and sort 
them according to the vanous channels through which 
they are collected kMien a customer has paid m a credit 
and the cashier has checked it and entered it in his book, 
the latter folds the credit and relative cheques together 
and drops them into a wire cage behind him At the back 
of the cashiers there are a number of clerks who enter the 
credits and items in columns on a sheet ruled as shown on 
page 149 

The rulings of the sheet are self explanatory and corres- 
pond to the methods of clearing already mentioned The 
rulings m the \A'aste Book of a small branch are fewei in 
number but are agreed across m exactly the same way 
The Waste Book of a country bianch has an extra column 
for “ Local Cleanng” The \\aste Book used to be kept 
111 a permanently bound book, at aU branches, one set of 
book^, being used on Mondaj'-s, Wednesdays, and Fridays, 
and an alternate set on Tuesda} s, Thursdays, and Saturdays 
buch an arrangement w'as very inconvenient because. 
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if at the end of the day there was a difference, the books 
could not be put together in the same way as loose sheets, 
but all the books (in a large office, perhaps twenty) had to 
be opened in a long row and items picked out by a clerk 
who w'alked, pen m hand, up and down the row of books 
in front of him For some time past it has been usual in 
aU offices of any size to w'ork the Waste Book on loose 
sheets, which are fastened together at the end of the day 
and filed away as one day’s work If subsequently there 
IS a query, the bundle of loose leaves referrmg to the 
particular day can be turned up and checked without 
interfenng with the current day’s w'ork This was im- 
possible in the old daj^s ivhen bound books were commonly 
used, and a " mark up ” ivas postponed until the “ cool of 
the evening " 

As the “ waste clerks " enter up the cheques in the 
appropriate columns they stick them on pin files or keep 
them in bundles corresponding to “ House Debits, Town 
Cleanng,” etc, as set out m the columns on the sheet 
The credit paymg-m slips aie collected by the ledger clerks 
and the cheques by the clearing clerks 

The Clearing Clerks 

In a large office there are a number of clerks engaged only 
on making up the charges to be sent to Head Office to be 
collected through the various dealings Whenever there 
appears to be sufficient items m hand, a clerk who makes up 
the Town charge will collect all the Town cheques from the 
waste clerks and sort them in a rack under the respective 
banks on which they are drawn Another clerk in charge 
ot the Hetropohtan Cleanng will collect all the Metropohtan 
cheques and so forth 

The Clearing Summary' given on page 151 shows the 
banks represented m the Clearing House 

It will be seen that Lloyds and Cox’s, for instance, are 
treated as separate institutions although the banks have 
amalgamated , it is found convenient in passing items 
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through the Clearing House to do this In the Metro- 
politan, Cox’s and Lloyds are kept separate In the Town 
Clearing, the Westminster Bank is divided into Lothbury, 
Bartholomew Lane (corresponding to the Head Offices 
of the Westmmster and Parrs), and all other County and 
Westminster branches are sorted under Lombard Street 
Similarly, the National Provincial, Bishopsgate, is kept 
separate, and all other National Provincial branches sorted 
under Union Most banks also sort their own " Town 
Branch Clearing," 1 e cheques paid into branches drawn 
on town branches of the same bank, into divisions to suit 
their own convenience The Midland Bank, for instance, 
sorts its Items under " Head Office,” " Overseas,” " Princes 
Sheet,” “Lothbury,” and "Other branches” As these 
cheques do not go down to the Clearing House the latter 


METROPOLITAN CLEARING SUMMARY. 

Farnngdon St Branch, 

2yth August, 19 


SUMMARY 


Midland 

54 

_ 

j 

Bank 



Barclay 

35 


3 

Countj 

Coutts 

17 

- 

8 

Cox 

Joint 

' 

17 


Lloyds 

Bank o£ LiverpT & Martin’s 
National 

20 

14 

6 

National Pro\incial 

Union 

39 

14 

7 

Williams 

3 

8 

5 

TorAL 

iSf) 


6 


II— (IB.’b) 
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arrangeinent is made solely for the convemeuce of the clear- 
ing departments at Head Of&ce The Bank of England J 
has no In Cleanng hut only an Out Clearing Drafts on 
the Bank of England are not taken down to the House but 
paid directly into their accounts by the joint stock banks 
When it IS apparent that there are sufficient cheques 
to make it worth while to " make up a charge,” the batch 
corresponding to each bank is taken out of the pigeon hole 
and listed In a small branch the work of hsting is done on 
a sheet which is divisible along perforated Imes as follows — 
METROPOLITAN CLEARING. METROPOLITAN CLEARING. 

Farnngdon St Branch Farrmgdon SI Branch 

z$tk August 19 3^th August 19 
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In a large branch the listing is done with an adding 
machine, and as each batch of cheques is machined the 
list IS torn off and put on top of the corresponding batch, 
and the summary is made from the duplicate machine shp 

In this way several charges will be made during the 
course of the day for each clearing At the end of the day 
the totals of the waste sheets are brought forward on to 
a smgle sheet, and the total of each column. Town Cleanng, 
Metropolitan Cleanng, etc , agreed with the total of the 
respective Town, Metropolitan, etc , charges that have 
been made up during the course of the day and sent to 
Head Office The remaining columns, Notes, Cash, House 
debits, etc , are agreed with the totals showm in the 
cashiers’ books 

The Clearing Departments at Head Office. 

At the end of the da}' every branch makes up a number 
of charges, Town, Metropolitan, Countrj', Agents, Walks, 
etc , the totals of which have been agreed with the columns 
of its waste sheets The cheques are crossed ivith the 
bank's crossing stamp and the listing shp of each bank put yj 
on top of the bundle of cheques draivn on that particular 
bank In order to distinguish at sight one charge from 
another, a distinctively coloured band (khaki for Metro- u 
politan, pink for Country, orange for Agents, green for 
Branch Cleanng, etc ) is placed round each of the charges 
If the blanch is in the Town or Metropolitan Cleanng, the 
charges may be taken to Head Office by a junior clerk or 
messenger the night previously If the branch is some 
distance from Head Office, the charges are sent by post 
and received by Head Office the first thing in the morning 
The bulk of the clearing is thus received in Head Office 
from the branches in the morning’s mail and is sorted out 
into baskets as soon as possible The Town, Metropolitan, 
and Country Cleanng “ Out ” departments collect the 
papers from the baskets as they are thrown out The work 
of the “ Out ” Cleanng departments of the Metropolitan, 
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Town, and Country Cleanngs is very similar and it is not 
unusual for the Metropohtan and Town “Out” Cleanng 
departments to lend some of their staff to the Country 
Cleanng in the afternoon In order to explain the system 
of listing and agreement it will be necessary to desenbe 
only one “Out ” Clearing department, say the Metropolitan 

The Metropolitan “ Out ” Clearing Department. 

Since the Metropohtan branches are situated some half 
hour's journey from Head Office and the messengers have 
to be back in time to allow the cashiers at their branches to 
cancel the cheques and take a second charge back to Head 
Office m the afternoon, the Metropolitan Clearmg is hurried 
forward before the Town or Country The " out " clearers 
ha\e in front of them a rack of pigeon holes correspondmg 
to the cleanng banks. Midland Bank, Barclays, etc On 
breaking the tissue paper khaki band round a Metropolitan 
charge, the " out ” clearer takes the Summary of Banks 
oft the top and after ticking the amount on the summary, 
proceeds to put the respective bundles of cheques relatmg to 
each bank with the listing slips face dowmward into the 
pigeon holes From time to time another " out ” clearmg 
clerk collects all the cheques that belong to one bank 
out of the pigeon holes and proceeds to " fillet " them, as the 
process is not inaptly described This means that he takes 
out the listing slips in the order in which they come to 
hand among the cheques, and at about every fifty cheques 
he turns a slip and the first of the cheques relating to 
It, face upward This is a notification to the Clearing 
House clerk of the bank to which they are dehvered that 
he has made a sub-cast at that particular point The 
[cheques are taken down to the Cleanng House by a junior 
clerk, generally called a " pinner," and handed over to the 
representative of the bank on which they are drawn When 
the work of sortmg and “ filleting ” is nearly through, the 
" out " clearer who is in charge of a particular bank, 
machines his listing shps making a machme sub-cast 
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wherever he has turned up a shp As soon as he has 
obtained a grand total he goes down to the Cleanng House 
and endeavours to agree with the figure arrived at by the 
Cleanng House clerk of the bank on which the cheques 
are drawn 

The Clearing House. 

The London Bankers’ Clearing House ^ is situated in 
Post Office Court, the first turning on the nght-hand side 
of Lombard Street looking East It is housed in very 
unpretentious premises, disproportionately small to the 
huge amount of debt liquidated every day withm its walls 
The ground floor (an illustration of which is shown on 
page 156) IS furnished with long wooden forms and 
desks at which representatives of each bank have their 
own particular station The three storeys and the base- 
ment are taken up by several himdred adding machines 
and each bank has a number of machines allotted to it for 
the use of its Cleanng House clerks A junior clerk who 
IS doing the work of a “ runner ” between the Head Office 
of his bank and the Cleanng House, in accordance with a 
time-table of runs, collects all the articles that are ready 
from the Metropolitan clearers at liis Head Office, fastens 
each bundle with a rubber band, takes it down to the 
Cleanng House and hands each bundle over to the repre- 
sentative of the bank on which it is drawn It is particu- 
larly necessary for him to hand over all the papers from his 
bank to the same representatne each run, otherwise the 
Cleanng House clerk may not notice the difference in the 
crossings and hopelessly disagree wnth the “ out ” clearer 
of the respectne banks when he comes down to the House 
to agree It will be noticed that the Cleanng House clerk 
machines from the articles themselves, w'hile the " out ” 
clearer from the respective banks arrives at his total by 
machining thelists’sent up with the cheques by the branches 

1 There are similarly organized Cleanng Houses for local clearings 
m Birmingham, Bnstol, Hull. Liverpool, Manchester, and Newcastle 
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of his bank A Metropobtan Cleanng House clerk does 
not keep the cheques at the House until he had agreed his 
total because the “ in ” clearers at his bank need them to 
get on with the process of sorbng Therefore, when the 
" out ” clearer from the coUectmg bank amves at the 
House he has a machine list of the summaries sent up by 
his branches, and the Cleanng House clerk has a list of the 
individual items The method of agreement is to caU first 
the totals It is very rarely that the totals agree first time 
As soon as the difference is amved at, the clerk w'ho is 
" over ” calls his sub-casts out to the other Mistakes 
occur in various ways — 

(1) The cheques bemg made out by pnvate persons, the 
figures are frequently very badly formed and the amounts 
are taken down mcorrectly 

(2) Cheques are mis-sorted and sent to the wrong banks 

(3) Cheques are sent through the wrong cleanng 

(4) The branches list cheques incorrectly on their 
summanes 

(5) The branches make errors m the additions of their 
slips 

The agreement is complicated by the fact that the 
Cleanng House clerk has not the articles in front of him, 
and if there is any difference between the amount he has 
listed and the amount claimed by the " out " clearer, 
the Cleanng House clerk’s figure is taken as correct It 
will be realized that the work of the Cleanng House clerk, 
although mechanical and monotonous, has to be done with 
scrupulous accuracy The rule of the Cleanng House is 
that in no case are the figures on the machine slips to be 
altered, but a note is made m the margin of the machine 
slip and the difference added or subtracted from the total 
at the bottom The " out ” clearer and the Clearing House 
clerk must agree on a total If there is any discrepancy 
the figures of the Cleanng House clerk are taken and the 
article traced to the branch on which it is drawn, and if 
the Cleanng House clerk has made a mistake it must be 
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jrectilied later between the Head Offices of the banks 
concerned If the difference is a large amount (over £1,000) 
it has to be settled the same day As soon as each Clearing 
House clerk has agreed the total of his work with the 
out " cl earer of the bank for which he is responsible, he 
reports to the Head Cleanng House official of his bank at 
the bank’s seat downstairs and his total, mitialed by the 
“ out ” clearer, is entered in the Clearmg House Book 
Now and again an accident occurs A charge is dropped 
and the cheques get all out of order so that agreement with 
the machine shps of the “ out ” clearer is no easy matter 
Those of the Cleanng House clerks who have successfully 
agreed are then told by the head clearer to help the un- 
fortunate clerk, and before very long a total is arrived at 
which is acceptable to the “ out ” clearer of the other bank 
Each Cleanng House clerk havuig reported to the head 
clearer, the latter makes up his total for the whole of what 
has been received from the other banks This total 
obMously should agree with the totals of what the other 
banks claim to have handed over 
It will be noticed that the method of cleanng in the 

( London Cleanng House differs verj'’ considerably from that 
in, say, the New York Cleanng House In the London 
Cleanng House there are only ten banks each of which 
has a staff of clerks m the House, and the work of agree- 
ment IS done at the Clearing House itself Cheques are 
ddneicd at the House not in one batch at a fixed time, as 
IS the case in the New York Cleanng House, but are brought 
down m several runs up to a certain hour Theie is no 
system of fines m the London Cleanng House as in the 
New' York Cleanng House 

At a certain time the Cleanng House Inspector closes 
the door of the House and a clerk who is late must return 
to his Head Office with his bag of articles His bank 
I thus loses the interest on it for the day When this happens 
the presenting bank usually picks out cheques for veiy 
I large amounts and obtains payment by presentmg them by 
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hand The remainder it sends forward the next day If 
a clerk is hopelessly inefficient, and is delaying the work of 
the House by his mistakes, a bank may report him m- 
dmduaUy to the Clearing House Inspector who will send 
a letter of complaint to his bank This is very seldom done 
If a Clearmg House clerk makes a senous mistake m his 
work several days runnmg, the head clearer of his bank 
sees that he does not come down to the House in future 

The Metropolitan “In ” Clearing. 

As the Clearing House clerks finish machining each 
batch brought down to them by the runner from other 
banks, they hand it to the runners from their own banks, 
who take the cheques back to their Head Offices It must 
be thoroughly understood that dunng the whole time that 
the " out ” clearers are sending cheques down to the house 
drawn on other banks, other banks are doing likewise, 
and a department distinct from the “ Out Cleanng ” 
Department and appropnately called the “ In Cleanng ” 
Department is taking m such cheques and sorting them out 
in piles corresponding to the branches on which they are 
draw The work of the “ m ’’ clearers is much simpler 
than that of the “ out ” deareis Cheques are throw out 
into convenient sections, A-F, G-L, M-0, P-S, T-Z, and 
then each section is sorted into branches As has pre- 
viously been explained, the " Midland ” cheques in the 
Metropohtan Clearmg are sorted out into branches and 
machined at Head Office They never go to the Clearmg 
House at aU and are picked up by the messengers from 
the branches and taken back straightway The Metro- 
politan “ in ” clearers do not machme the cheques that come 
from the House as the time is not ar ailable The messen- 
gers take them back to their respective branches and the 
branches subsequently send the list to Head Office Head 
Office accepts the branches’ figures which, when consoli- 
dated, should agree wuth the total arrived at in the Cleanng 
House 
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The Town “In” and the Town “ Out” Clearing. 

The Town Cleanng is conducted in very much the same 
way as the Metropohtan Clearmg In both Metropolitan 
and Town Clearings bills of exchange may be included m 
charges as well as cheques Bills are never presented 
through the Country Cleanng but sent to a branch or 
agent tor collection 

The Town Cleanng begins a little later, but there are 
two cleanngs a day while in the Metropohtan and the 
Country' Cleanngs there is only one The only peculiar 
feature about the Town Cleanng is that the returns 
sent to Head Office in the afternoon by the Metro- 
pohtan branches are charged through the afternoon's Town 
Cleanng and are sent by post from the Head Offices 
of the banks concerned to their branches that have 
presented them 

The Country “In” and Country “Out” 
Clearing. 

The Country Cleanng is conducted on exactly the same 
lines as the Town and Metropohtan Bills made payable 
at country branches are, however, never sent through the 
Countrj’- Cleanng The provisions of the BiUs of Exchange 
Act lay doivn stringent rules for making presentation of 
biUs for payment in due course {see Sections 45, 52, and 86), 
non-compliance with which will discharge previous parties 
held liable, and it would be undesirable to nsk delay m the 
post by sending bills with other remittances through the 
cleanng For these reasons bills of exchange made payable 
at country branches are always specially presented by post 
Another important difterence in the method of agreement is 
that, unhke the Town and Metropohtan, the cheques are 
retained at the House and not sent to Head Offices until 
banks have agreed The reason for this is that in the case 
of a discrepancy (a " marker,” as it is called) in the Town 
or Metropohtan Cleanng, it is easy to get a cheque back for 
inspection In the case of a country cheque, a written 
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query has to be sent to the branch which has paid it The 
Country Clearing is also very much more unwieldy than the 
other dealings 

Another distinct feature of the Country Cleanng is that 
the settlement is not made the same day, but occurs two 
days later A balance is struck at the end of the day and 
this total, less the returns that have been sent direct by 
branches to branches of other banks and advised to Head 
Office, IS deducted from the amount claimed In this way 
the Cleanng House settlement ticket for any particular 
day includes the Town Clearing for the same day, the 
Metropolitan for the previous day, and the Country 
Clearing, less returns outwards, plus returns inwards, that 
was put through two days previously 

The Country Cleanng begins after the Metropohtan 
Clearing has finished and the Country Cleanng House 
cleiks use the machines lately occupied by the Metropolitan 
clearers The remainmg portions of the cleanng are 
brought up to the respective Head Offices usually by about 
2 30 in the afternoon The sorting of the Country" " in ” 
clearing is a much more complicated business than the 
sorting of the Town or Metropohtan, as can be imagined 
if one considers that most of the clearing hanks now have 
between one and two thousand branches The cheques 
are first thrown out into sections of branches corresponding 
to the sections looked after by the inspection offices. 
Southern, Leicestershire, North Wales, etc , and then 
each section is sub-sorted more or less alphabetically 
into branches The system of sorting is showm m the 
illustration of the country clearing rooms of the Midland 
Bank showm on the ne\t page About three o’clock, 
the Country Cleanng clerks, having finished their 
morning’s work at the House return to Head Office and 
start machining the charges that have to be sent to the 
country branches The cheques are looked back wuth the 
machine slips and then each clerk makes a summary of his 
section and hands m his total to the Head of the Countrj’^ 
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Cleanng Dcpaitment In this way the total of the charges 
sent to the branches by post in the evening should equal 
the total that has been claimed by the other banks in the 
House In fact the totals very seldom agree On le- 
ceiving their charges next morning, the blanches should 
agice them independently and adiise Head Office of any 
mistakes In this way the majority of outstanding differ- 
ences turn up at some time or other Owing to the 
enormous amount of the work and the huge figures handled, 
it is almost impossible to locate a small error with any 
certainty The only way of solving a difference is to mark 
up likely amounts on both sides If the amount is a 
common amount, say £ 5 , it will be found that there are 
literally hundreds of amounts for £ 5 , and to clear up a 
difference every branch w'ould have to be WTitten to 
When the amount is small and has been outstanding for 
more than a year, it is eventually written off and charged 
as a debit or credit to Outstanding Differences Account, 
the balance of which is eventually written off to Profit 
and Loss 

The Clearing House Settlement. 

As has been explained, every hank rectives from the 
“ out" clearers of ewerj’- other bank, cheques drawn on 
itself, and in return, its own " out ” clearers hand over 
cheques draw n on other banks Every bank has therefore 
a debit or credit balance to reccixe from the other, and the 
totals of these debit and credit balances manifestly should 
agree At the end of the day the bank’s Cleanng House 
representative takes the figures of the Town for the day, 
Metropolitan for the previous day, and the figure for the 
Country' Clearing of two days prenously and strikes a 
balance of what he is due to pay or receive from the Clearing 
House If he is due to pay he makes out a white debit 
ticket If he is due to receive he makes out a blue credit 
ticket The ticket is w orded in the form of a request to 
the cashiers of the Bank of England to transfer from the 
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HO SECTION 

SETTLEMENT AT THE CLEARING HOUSE 

London, 19 

To the Cashiers of the Bank or England, 

Be pleased to CREDIT our Account the Sum of 

out of the money at the 
credit of the account of the Cleanng Bankets, 

Per pro 


£ 


Manager 

hiiputor at the Cleanng Haute 


HO SECTION 

SETTLEMENT AT THE CLEARING HOUSE 

Bank of England. 

19 

The account of Messrs 

has this evening been 

CREDITED with the Sum of 

out of the montj’ at the credit of the account of the Cleanng 
Bankers 

For the Bank of England, 


£ 
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HO SECTION 

SETTLEMENT AT THE CLEARING HOUSE. 

London, 19 

To the Cashier? of the Ba-NK of England, 

Be pleased to TRANSFER from our Account the 
sum of 

and place it to the credit 
of the Account of the Clearing Bankets, and allow it to be 
drawn for, by any of them (with the knowledge of either of 
the Inspectois, sigmfied by his countersigning the Drafts) 
Per pro 


Manager 


HO SECTION 

SETTLEMENT AT THE CLEARING HOUSE 


Bank of England, 


19 


A TRANSFER for the sum of 

has this evemng been made at 
the Bank, from the account of Messrs 

to the Account of 


the Clearing Bankers 

£ 


For the Bank of England, 


This Certificate has been seen bv me. 


Ivs-peLloi 
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bank’s account (white ticket), see page 165, or credit the 
bank’s account (blue ticket) page 164, the balance struck 
for the daj' The ticket is handed up to the Clearing 
House Inspector who initials it It is then taken to the 
Bank of England and the transfer made to or from the 
account in its books W’hen the transfer has been made 
the representative of the Bank of England countersigns 
the ticket and the right half is returned to the Head Office 
of the bank concerned as an acknowledgment that the 
transfer has been made as diiected 

CURRENT ACCOUNTS 

The conditions upon which current accounts may be 
opened vary in the country and in London In London 
the nile is that a minunum credit balance of £$q must be 
maintained, otherwise a charge of a guinea per annum will 
be made for keeping the account In London, unless there 
is a special arrangement, interest is not allowed on current 
accounts, and if a customer has a larger sum to his credit 
than he will need he usually transfers it to a deposit account 

Inch usually bears interest at 2 per cent below current Bank 
rate In the countrj^ no charge is made for keeping the 
account but a commission, usually Jtli per cent, is made 
on the debit turnover Interest is sometimes allowed at 
rates as high as the rates allowed in London on deposit 
accounts 

This IS a rather fairer arrangement than making a fixed 
charge if the balance for any time falls below £50 There 
are many customers who are constantly paying in and 
cashing cheques whose balance bears only a small proportion 
to their large turnover Under the conditions imposed in 
the country such a customer has to pay for the expense 
caused in keeping his account by the commission charged 
on the turnover 

As has previously been explained, when cheques are paid 
in, their total, as entered by the customer on the credit 
slip, is credited to the account, and when cheques are paid 
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over the counter or through the clearing they are entered 
to the debit of the account individually The accounts 
are written up by hand as follows— 


JOHN s DOE 




Dr 

Cr 

II Balance 


BaUnc,e from 

£ 

1.427 

s d 

£ 2 

£ 

s 

d 

fan I 

0 /Lcdger 

5 

I 063 3 

0 233 

8 

6 

'lov 25 

Ellawood 

6 



229 

18 

6 



MH 

5 





Pec 1 

gisE ^ 

28 

3 

25 12 

0 253 

227 


4 



T 

8 

1,688 r6 

8 




National Discount 








Co 

60 

2 


167 

6 

" 



1,521 

10 

1,688 16 

8 




Cash 


3 6 

5 170 

12 

5 


Do 



22 3 





Self ^ 

20 

- 


172 

15 

5 



1.541 

10 

8 1,714 G 

1 



„ 19 

Cash 



6 11 
18 

9 

180 


* 



1 , 54 ' 

10” 

8 1,721 (7 

6 181 



221 

Cash 



'4 



M 27 

Hall 

6 



174 



„ 28 

Cash 



19 I 

6 193 

12 

* 



1,548 


8 1 1.741 13 

9 ^* 54 ® ^ 












jI92- 

Balance 

C/c 



1 

2 19 ' 

iI2 

* 

Tnt on Dep A/c 
Cash 



1 13 
1 481; 

■ 311 24' 

iif 

> 9 



In smaller branches where the majonty of current 
accounts are of small amount and do not carry interest, it 
IS usual to credit Town, Metropohtan, and all small items 
straight away, although the bank does not receive credit 
for them through the Clearmg House until some days later 
The customer is free to draw on his account, but the balance 
IS watched to see that he does not draw it all out before time 
has been aUowed for the paymg banker to send back any 
cheques in course of collection for his account 

12— (1926) 
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In the majonty of branches there is nothing of the nature 
of exchange charges or interest delays which are such a 
common feature of banking m America and Canada In 
large branches where accounts are held carrying a consider- 
able balance on which the bank allows mterest, Town items 
are credited to such accounts straight away and treated 
as cash With regard to other items there are two 
arrangements in force — 

(1) All items may be credited to the account straight 
away " under reserve ” This is a common arrangement in 
business dealings with foreign customers with whom there 
IS an understanding that credit shall be given immediately 
for aU items, but if any are unpaid they may be charged 
back to the account In this way the credit is made 
available for the customer to draw upon before the items 
have been cleared If mterest is allowed, it is adjusted 
by giving the items a forward value date so that interest 
on the additions to the balance do not bear interest until 
a time has expired which it is estimated is sufficient for the 
items to have been cleared 

(2) Items may be treated as " after collection ” items, 
which means that they are not credited until sufficient 
time has elapsed to make it reasonably certain that they 
have been paid 

The value dating of items is arranged as follows — 

{a) Town items are given the value date of the date of 
receipt over the counter or by post 

(b) Metropolitan are given the value date of the day after 

(c) Countr)' are given one day after the Metropolitan 

(d) Scotch four working days after receipt 

(e) Insh five w’orking days after receipt 

In dealing with domestic customers of a branch m 
London, the credit slips taken in over the counter, after 
being agreed with the totals in the columns of the Waste 
Book, are sorted away under the date on which they are 
due to be credited The amount passed through the Coun- 
tr}" Cleanng for the day is credited to the Country Suspense 
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Account, and when the items are due to be credited, the 
batch of credits for the day is taken out of the drawer, 
credited to the customers’ accounts, and the credit to the 
CoimtrySuspenseAccount reversed byacorresponding debit 
In the waste office of a branch which has the accounts 
of foreign banks, the majonty of cheques are not received 
over the counter but through the post, and a considerable 
portion of the work of the waste office of a foreign branch 
consists in listing cheques on credit slips and value dating 
them to allow for the adjustment of interest which is usually 
allowed on the large accounts of foreign banks (See 
page 404) Foreign banks which have bought sterling 
cheques which they remit to English banks for credit of 
their sterling accounts, frequently indorse them over to 
the order of the English collecting bank, and all such 
cheques have to be indorsed by the English bank before 
they are sent through the clearing In addition, the 
indorsement on cheques sent by foreign banks are fre- 
quently illegible or made in oriental characters If the 
remitting bank requests it specifically m its letter which 
accompanies its remittance, or under the terms of a 
standing agreement made wuth the English bank, the 
latter will guarantee and confirm prior indorsements 
This saves the trouble of having to send back to the foreign 
banks cheques which are irregularly indorsed and saves 
the interest that would otherwise be lost if such cheques 
were sent back for the rectification of his indorsement by 
the customer of the foreign bank or some pnor party 

The Pass Book. 

In Amencaii banks it is usual to issue to a customer a 
statement of his account every 25th of the month or when- 
ever he asks for it In England a statement is not issued 
unless the customer is a person hving abroad or a foreign 
bank The customer of an Enghsh hank has a pass book 
which IS written up from the vouchers and agreed inde- 
pendently as a check on the account as shown m the ledger 
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In the country it is still common to find pass books written 
up from the point of view of the bank, but in London it 
has long been the practice to wnte up pass books from the 
pomt of mew of the customer That is to say, the account 
IS headed the " XYZ Bank m account with John Smith," the 
customer and set out as it would appear in the books of the 
customer, money paid m on the left-hand side and cheques 
cashed on the right-hand side, which is, of course, opposite 
to the way the account appears in the bank's Current 
Account Ledger Pass books are issued in several sizes 
to suit the convenience of customers A private customer 
has usually a pass hook large enough to fit into his breast 
pocket , a business firm a book an inch thick, while the pass 
book of a ]omt stock bank for the account it keeps at the 
Bank of England is a bulky one When the ledger-keepers 
have finished posting the accounts and the waste office has 
agreed its charges, the juniors sort the debits and credits 
together into alphabetical order of the names of customers 
The pass books are kept by the bank m trays m alphabetical 
order and the juniors sort into the pass books the corres- 
ponding vouchers for the day, and these vouchers are 
wntten up in the pass books next morning and the pass 
books independently agreed with the ledger Customers 
frequently call for their pass books and instead of returning 
them immediately, keep them a considerable time Mean- 
while the vouchers have to be filed away m a drawer under 
the name of the customer, so that when the book comes m 
they can be taken out for the intervening period and wntten 
in so that paid cheques appear in their order of payment 
and the customer can more easily check the book with the 
cash account in his ledgers. 

At half-year balance times a difficulty presents itself m 
dealing with outstandmg pass books The vouchers cannot 
be entered and ruled off at the half year because the books 
are still in the hands of the customers The practice m 
most banks is to go through the voucher drawers and put 
a brown paper band round each set of vouchers as an 
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indication, when the corresponding pass books come in 
from customers, that the vouchers in the band must be 
written up first and the balance at the half year agreed with 
the ledger and ruled off before the remainder are entered 

DEPOSIT RECEIPTS 

There is, in Amenca, a class of negotiable instrument 
known as a certificate of deposit which is commonly used 
as a form of remittance or evidence of funds The condi- 
tions upon which certificates of deposit can be presented 
and paid vary with the conditions of the interest allowed 
on the deposit Time certificates of deposit issued by an 
American bank are not completely negotiable instruments 
though they are commonly treated as if they were 
Certificates of deposit payable on demand are apparently 
completely negotiable instruments and are transferable in 
the same way as a bankers’ draft There exists in English 
banking practice nothing exactly corresponding to the 
Amencan certificate of deposit, though a deposit receipt 
issued by an English bank has some similarity to a tune 
certificate of deposit issued by an Amencan bank, with the 
notable exception that it is not transferable, is in no sense 
a negotiable mstrument, and should not be presented 
through the cleanng A deposit receipt issued by an 
Enghsh bank is nothing more than a receipt for funds 
lodged with it On page 172 is showm the usual wording 

The usual course is for the customer to deposit a round 
sum as in the above case No interest is allowed on the 
deposit unless it has been lodged for fourteen days 

Notice of Withdrawal 

If the deposit has been standing any time in the bank’s 
books, a bank usually forgoes its nght to receive seven 
days' notice of withdrawal, and pays the receipt with 
interest to day of presentation by draft on itself, or if the 
depositor wishes the money to be put to an account with 
another bank, by bankers’ payment If the deposit has 
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ABC BANK, LIMITED 
LOMBARD STREET BRANCH 
No X12345 Tst January, 192 

Not Transferable 

£ 8,000 

Received from John Doe, Esq 

the sum of Ejght thousand, pounds 

on deposit account subject to 7 days' notice 

of withdrawal 

For the H J 5 C Bank 

A Blank Manager 

N Space Cashier 

Entd / Tucker Receipt Clerk 


Received from 

A 

the sum of 

£343 I 2 


[reverse side] 


B C. BANK, LIMITED, 


3^8,000 together with Interest 

making a total of £8,343 i 2 


TWOPENNI 

STAMP 

John Doe 

26th Janua 


The production bv the depositor ot this receipt will be required 
on withdnwal of the deposit, or anv part thereof, or of interest 
W here ans sum on deposit account is to be handed over to anj' 
person other than the depositor, or when any sum is withdrawn 
from a joint account, a cheque must be drawn by the depositor or 
depositors in favour of the person or persons bv whom the monev 
IS receivable Due notice of vvnthdravval roust first be qiveii and 
the dejiosit receipt lodged with the Bank for cancellation or 
alteration 
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been running only a short time and has scarcely paid the 
bank its trouble in opening the account, the bank may 
exercise its nghts in demanding seven days’ notice of 
withdrawal What it usually does in such cases is to deduct 
seven days’ interest from the accrued interest, and it is 
seldom that it does not pay the receipt when presented 

Presentment Through Clearing House. 

Occasionally deposit receipts are presented in the same 
way as cheques through the Cleanng House Such pro- 
cedure is an in'egularity, but as the depositor is sometimes 
an Amencan who does not know Enghsh practice, the 
receipt is paid and the interest due on it subsequently 
remitted to the collecting bank for credit of the depositor’s 
account through his Amencan bank. Because it is not a 
negotiable instrument a deposit receipt is practically useless 
to a depositor except to produce as evidence of funds in his 
name For this reason a customer usually prefers to have 
a deposit bank book, and banks discourage the use of 
deposit receipts as far as possible because of the trouble 
they give if they get lost or are transferred to a third party 

DEPOSIT ACCOUNTS 

Before the War the usual rate offered by banks for 
deposits was i J per cent below Bank rate, whatever Bank 
rate happened to be Owing to the increased expense in 
running their businesses, banks have for some time past 
required a larger margm, now uniformally 2 per cent below 
Bank rate which, since 5th July, 1923, has been 4 per cent 
When Bank rate was 3J per cent the deposit rate offered 
by the London banks was per cent, a margin of 2 per cent, 
but when Bank rate was higher there was no uniformity, 
and many customers were able to put money on deposit 
at special rates The only obligation on a depositor is 
that he may not draw cheques on his account and must give 
seven days’ notice of withdrawal, which practically amounts 
to sajnng that he loses seven days’ interest on money when 
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he does not give notice Except when a deposit receipt 
IS issued, customers axe given a deposit book in which 
particulars of receipts and withdrawals are entered m the 
same way as a current account pass book As entries in 
it are much less numerous, only one style of bank deposit 
book IS issued, and this is much smaller than the pnvate 
size pass book The deposit accounts of the bank are 
kept m a deposit ledger quite separate from the current 
accoimts, and m a large branch there is a special counter 
where depositors pay into their accounts, usmg a special 
form of credit slip Customers are at liberty to pay in 
cheques or any other items, but frequently a deposit 
account is built up by a customer making a transfer of a 
round sum from his current account whenever the balance 
on it grows unnecessarily large 

Interest is worked whenever there is a change m the 
balance or m the rate, but is credited to the account only once 
half-yearly Compound in terest is not allowed In order to 
relieve the pressure of work at half-yearly balance times, the 
accrued interest is usually credited on the aist June and 
December up to the end of the half-year This means that if 
there is a withdrawal between these dates an adjustment 
has to be made to reclaim the interest on the reduced 
balance 

A specimen of the ruling is given on page 175 

Staff Accounts. 

Many banks, in order to encourage tlmft among their 
employees, give them the pnvulege of opening deposit 
accounts which bear interest at a fixed rate per cent 
(often the inducement is as high as 5 per cent) and allow 
their staff to draw cheques on their accounts No bank 
could profitablj open deposit accounts for strangers on 
such terms, and it is generally understood that such 
accounts are run at a loss to the bank In order to prevent 
privileges being abused, banks commonly insist that their 
employees may not bank more than a certain amount, say. 
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3^1,000, on deposit at this enhanced rate per cent, and clerks 
are not alloived to open accounts at several branches as 
some would otherwnse be inclined to do, or deposit in their 
own name money belongmg to their relatives and friends 
for the purpose of obtaining for them the high interest 
given to employees The credits and withdrawals are 
entered to the account in the same way as the debit and 
credit entnes to a current account, but as interest is allowed 
on them they are kept in the Deposit Ledger, or, m a large 
branch, in a separate Staft Ledger, and all cheques issued 
are stamped S/A (Staff Account) 

The following is an example of such an account — 



Standing Orders 

Standing orders include all pajmients which customers 
instruct the bank to make periodically on their behalf 
The great majorit}' of such subscriptions represent member- 
ship fees to clubs and annual donations to chanties A 
customer does not wish to be bothered Avith the payment 
of a small amount, say a guinea a year to a club, and to 
make sure that it is regularly paid, he fills in a form made 
out for him to sign by the secretary of the club and which 
the secretary sends to the bank for the payment to be 
regularly made until revoked 

The standmg order, which, coming imder the provisions 
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of Section 32, of the Stamp Act of 1891, need be stamped 
only with a two-penny stamp, is filed away and the particu- 
lars of the payment, on whose account made, and the name 
of the beneficiary are entered in a calendar of standmg orders 
under the date on which the payment is due The standing 
Older remains good and is acted upon indefinitely until 
cancelled by the customer The calendar is cross-mdexed 
under the name of the customer and of the beneficiary, so 
that if the customer forgets when his subscription becomes 
due it can easily be turned up If the club or beneficiary 
belongs to the neighbourhood, the customer is debited with 
the amount of his subscription, and a payment sent to the 
bank where the dub banks for credit of its account If the 
beneficiary is a large club or well-known charity, payments 
from aH the branches are made to it through Head Office 
When the customer dehvers his standing order, particulars 
are sent to Head Office which keeps a hst of the customers 
of all the branches who are subscnbers to the particular 
club or chanty Once a year a hst is sent to each branch 
of the subscnbers who have their accounts with it and who 
have ordered payments to be made The hst having been 
verified by the branch to make sure that no one is included 
who has meantime cancelled his subscnptions, the branch 
credits Head Office for the whole amount m its state under 
a special heading “ Standing Orders," and Head Office 
sends a cheque to the club or its bank with a hst of all the 
subscribers on its books on whose account the payment is 
made This latter procedure is more convenient for the 
club than receiving separate payments through its banker 
from each individual, but since it necessitates a special 
entry in the " states.” it is not used except vhen the club 
is a large one and payments to it are heavy 

BALANCING THE BOOKS AT A BRANCH 
The Day Book. 

The main purpose of the Day Book, as has been already 
explained, is to analyze debits and credits according to the 
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ledgers in which they will be posted From what has 
already been said about the work of the Waste Department 
and the paying cashiers, it will be clear that every item 
posted in the current accounts in the customers' ledgers 
must have come through one of the following channels of 
collection-— 

(1) Paid m cash over the counter 

(2) Paid in as a house debit by some other customer 

(3) Recei\ed from Head Office m the Head Office charge 
(1 e it IS bemg collected on behalf of a customer of some other 
branch) 

(4) Received in the ordmaiy clearing remittance from 
Head Office 

(5) Received as a return from Head Office or direct from 
another bank 

(6) Charges such as commission, discount, etc , the 
contra to which will be a credit to Commission, Discount, 
etc , in the General Ledger 

The credits posted to the accounts of customers wiU 
similarly consist of — 

( 1) Cash paid m over the coimter 

(2) Cheques paid in and collected through the Town, 
Aletropohtan, Country, etc , clearmgs 

(3) Proceeds of coupons, etc , collected and credited 
by branch advice by Head Office or other branches 

(4) Interest on deposit accounts, etc , the contra to which 
IS a debit to these accounts in the General Ledger 

The -work of the Day Book consists m sorting these 
various debits and credits and listing them in sections 
corresponding to the divisions of the ledger, A-C, D-F, 
etc In a big branch there may be a dozen sections of the 
ledger and a corresponding number of Day Books The 
prmciple on which the ledgers are agieed, however, is 
exactly the same The Head Office charge having been 
agreed and cancelled, is sorted out into sections of ledgers 
and listed in the Day Books, and then passed on to the 
corresponding ledger-keepers Similarly, the clearing 
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remittance from Head Office is agreed and sorted out 
This disposes of the bulk of debits As already explained, 
the bulk of credits come from the Waste Department, but 
every item entered m a customer’s account must first 
pass through the correspondmg Day Book, where they are 
hsted on reverse sides, credits on the left and debits on the 
nght At the end of the day each Day Book shows on the 
left-hand side a total of all items that have been posted 
to the credit of accounts m the corresponding ledger, and 
on the right-hand a total of aU items that have been posted 
to the debit of the accounts in the correspondmg ledger 
The totals of the credits of the Day Book must therefore 
agree with the total shown m the first column of the 
cashier’s book, plus items received from the General 
Ledgers, and the debits with the totals of the Head Office 
charge, plus remittance, plus cheques cashed as shown m 
the cashier’s book, plus house debits, plus debits received 
from the General Ledgers 

The credit and debit columns of each Day Book having 
been agreed in totals, a statement showing the agieement of 
the Day Books is made out m the form shown on page i8o 

Every mormng the individual amounts posted in the 
ledgers are called over with the amounts in the Day Books 
There is a further check exercised on the posting of the 
ledgers by the checking of the pass books which are inde- 
pendently wntten up from the same vouchers Once a 
week, usually every Wednesday, a summary is made of the 
totals of the credits and debits m the Day Books for the 
previous week and a list taken out of the balances shown m 
each of the ledgers As the Day Book gives the total of 
what has been credited and debited to the corresponding 
ledger each day, the difference between the two sides of 
the Day Book summanzed for the w'cek should agree with 
the difference between the two sides of the tnal balance of 
the correspondmg ledger If there is a difference it is 
obvious that a mistake has been made in the agreement of 
the Day Book during the past week or an error has been 
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made in the posting of the ledger or the bringing down of 
balances, which has not been discovered in the calling over 
and checking of pass books If the error cannot be found 
in the Day Book or in the extraction of the balances, the 
only alternative is to mark up a second time all the debits 
and credits for the previous week 

The General Ledger 

We have seen that the bulk of the entnes in the account 
of a customer record the payment of cheques he has drawn 
on his account and the credit of cheques, etc , he has paid 
into his account, and which have been sent through the 
various clearings But besides these there are charges 
made for commission, etc , which go to swell the profits 
of the branch, and interest, etc , allowed which go to reduce 
its profits These vanous items are entered in the Day 
Book Summary each day and posted m total to these 
various impersonal accounts in the general ledger The 
example of a Day Book Summary, shown on page i8o, con- 
tains about the minimum number of such accounts In a 
large branch such as a Foreign Branch there will he very 
many more, corresponding to every class of profit and 
commission made and every class of expense The general 
ledger usually contains also the premises account, office 
furniture and fittings account, premises redemption fmid 
account, etc , which show- the amount of money expended 
by Head Office m building and equippmg the branch, 
subsequent renewals and extensions, and amounts set 
aside by the branch for depreciation These amounts are 
usually adjusted only half-yearly and do not appear from 
day to day in the Day Book Siiramarj' Where such ac- 
counts are held by a branch they are included m the daily 
balance of Head Office Account brought forward eierx^ 
day and thus dimmish the amount of money the branch 
can lend without borrowing from Head Office The 
method of accounting for branch premises varies m different 
banks In some banks a branch manager is given a great 
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deal of discretion as to what amount of money he shall 
spend on renovations and giving his office a bettei general 
appearance Theie is always a natural tendency for the 
manager of a well-established branch, which has already 
attracted a fair share of the hankmg business in a neigh- 
bourhood to put off necessary renewals if the cost is going 
to be immediately charged up to his branch by Head 
Office The manager of a new branch anxious to attract 
new business, on the other hand, is naturally keen to have 
his branch premises made to look very spick and span , 
and, provided the cost is going to he spread over a long 
number of years, is apt to be very hberal m his decorating, 
varnishing, and repainting Between these extremes, the 
Head Office has to hold the balance of judgment, always 
bearmg in view that if a manager allows his branch to 
grow very dmgy and dirty, although the manager may 
not lose any customers by it himself, his branch is a poor 
advertisement for other branches 

There are six ^ different methods of providing for depre- 
ciation of different kmds of assets — 

(1) The Fixed Instalment Method 

(2) Diminishing Balance Method 

(3) Annuity System 

(4) Depreciation Fund Principle 

(5) Insurance Policy Method 

(b) Revaluation Process 

It may be taken for granted that the systems (2), (5), 
and (6) are never employed by banks m providing for the 
depreciation of their premises The difficulty of deahng 
with the depreciation of bank premises arises out of the 
peculiar circumstances in connection with the openmg of 
a new branch Unlike the profits earned in most types of 
business, the profits of a branch of a bank are very small 
in the beginnmg, when the imtial capital expenditure is 

methods, see Pitman's Diotionayy of 
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incmred and the cost of upkeep is disproportionately high 
Whatever the system adopted, it must therefore be one 
which completely covers the capital outlay over its esti- 
mated hfe and does not overburden a branch m its early 
years At the same time it is always hoped that a branch 
wiU. be constantly expanding, and it is always expected 
that extensive additions may have to be made from time 
to time as its business outgrows its premises On account 
of the numerous additions to capital expenditure, it 
becomes impracticable to adopt a system of wntmg off 
depreciation by an amortization fund, which allows larger 
amounts to be charged to profits in the later years on a 
scientifically prearranged scale In most banks the diffi- 
culty of providmg for redemption of premises is surmounted 
by ariangmg that each branch shall credit a Premises 
Redemption Fund out of its profits, an amount assessed 
at a fixed percentage of their cost, so as to wipe out then- 
value over a senes of years correspondmg to the term of 
their lease of estimated hfe A Preimses Redemption 
Reserve Account is raised at Head Office and, in those 
cases where it is inexpedient to charge the full amount for 
depreciation to a branch m its early years, an amount 
fixed at the discretion of the Head Ofhce is charged, and 
the difference adjusted by entry made m the Head Office 
Premises Adjustment Account The effect of makmg 
allowance for depreciation under this system is, that if a 
branch is able to attract busmess and bear the full charges 
for depreciation m its early years, the value of the pre- 
mises gets quickly wiped out, and in its later years the 
branch benefits by having no oncost for depreciation and 
redemption of its premises The Head Office accounts 
show a number of branches the value of whose premises 
has been completely wiped out m former years and other 
branches who are just paying sufficient to cover their 
capital expenditure over the period of their leases, etc 
On the balance of what has been written off out of profits 
from redemption of premises of the whole bank, there is 
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a considerable reserve out of which the Head Office can 
afford to make further adjustments if there is any falling 
off m profits or increase m bad debts wluch prevent less 
fortunate branches making the same generous contribution 
towards redemption of premises m succeedmg years 

The general ledger shows also the accumulatmg balances 
of discount, commission, which make up the profits at the 
end of the year, and the general charges, salaries of staff, 
etc , which make up the expenses This mformation is 
naturally regarded as private, and the ledger, when not 
in use. IS kept under lock and key 

The Head Office Ledger. 

Day by day the branch is sendmg Country, Metropohtan, 
Town, etc , charges to Head Office for collection and 
receiving from Head Office remittances of cheques drawn 
on its accounts Between the two there is a balance due 
or owing by Head Office An account with Head Office is 
kept in a separate ledger showing the amount of remit- 
tances sent and received and the varying balance A 
copy of this account as it appears day by day in the Head 
Office ledger, in the form of a daily state with the debit and 
credit sides reversed, is sent every night to Head Office 
(For specimen see page 239) Half-yearly the accounts 
in the ledgers are closed off and the balance of profit or 
loss brought down in the closing statement sent to Head 
Office The profits shown by the balance of the general 
ledger is not, however, conclusive ewdence of the situation 
at the branch Some branches take in very much more 
money from customers than they pay, and the balance due 
by Head Office represents money which Head Office or 
other branches are making use of In order to give the 
branch some indication of its true profits. Head Office 
allows interest on the varying balance due to or from the 
branch at a rate which it is estimated the money has been 
earning profits for Head Office, and for those branches 
which have been lending out more money than they take in 
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DEP\RTlirENTS OF HE \D OFFICE 

The vanous departments of the Head Office now fall to be 
considered 

The Bullion Office 

The Bullion Office is the department which deals with the 
transfer of bullion and cash from one branch to another 
and the obtaining of new com from the Mint and of new 
notes from the Bank of England Before the War, when 
the ]omt stock banks kept a considerable portion of their 
reserves in their own vaults, the Bullion Office of a joint 
stock bank had a fair amount of business with the bullion 
brokers who constitute the gold and silver market in 
London The following brokers Messrs N M Rothschild 
& Sons, St Swithm’s Lane, and 19 Royal Mint Street, 
Messrs Sharps & Wilkms, 19 Great Winchester Street, 
Messrs Pixley & Abell, 27 Old Broad Street, Jifessrs 
Johnson Mattliey & Co , Ltd , 78 Hatton Garden, Messrs 
Moccatta & Goldschmid, 7 Throgmorton Avenue, are the 
pnncipal brokers for gold, and these firms and Messrs 
Samuel Montagu & Co , 60 Old Broad Street, form the silver 
market Before the War there was practically no market 
for gold in the sense of a market for a commodity Under 
the Act of 1S16 and subsequent Coinage Acts, the Mint 
is obliged to com gold into sovereigns at the rate of 
;f3 17s 10 id per standard ounce H-ths fine This is known 
as the Mint price of gold The Bank Act of 1844, Section 
IV, says “ All persons shall be entitled to demand from 
the Issue Department of the Bank of England notes in 
exchange for gold bullion, at the rate of £3 17s gd per ounce 
of standard gold provided always, that the said governor 
and company shall m all cases be entitled to require such 
gold bullion to be melted and assayed by persons approved 
185 
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by the said governor and company, at the expense of the 
parties tendermg such gold bulhon ” This price of 
^3 17s 9d is known as the Bank price for gold While it 
was possible to obtam sovereigns from the Bank m exchange 
for bank notes, and it was not unla-wful to export gold, the 
price of standard bullion could never be more than 
£3 17s io|d ^ per ounce and never very much less than 

£3 17s 9 <i 

Sir Edward Holden was a firm believer m the doctrine 
of self-help, and for some years previous to the War 
built up a gold reserve m the vaults of the Midland 
Bank This was not an entirely miprofitable proceedmg 
because a bank could buy, at favourable opportunities, 
gold bullion in the market at somewhere about £3 17s gjd 
and get £3 17s lo^d by sendmg it to the Mint to be 
coined A bank, knowing that this money was gomg 
to be held as part of its reserve, could afford to wait the 
necessary time until the sovereigns came from the Mint 
A bank which kept its leserve entirely at the Bank of 
England would be getting no return on it at all, but by 
buymg up bulhon and tummg it back into coin, aftei 
deducting the cost of transport to and from the Mmt, a 
bank might make a small profit of perhaps id per ounce 

On the outbreak of the War, the gold in circulation was 
withdrawn through the banks and paid in by them to the 
Bank of England to form a national gold reserve Section 
30E of the Defence of the Realm Regulations reads 
" A person shall not melt down, break up, or otherwise 
use than as currency, any gold com which is for the time 

1 About 191 1 a cunous situation arose in the premium that was 
quoted for “ shield ” sovereigns for export to India For some 
tune previously ihe Indian Government and the Indian banks had 
been trying to populanze the circulation of gold among the natives 
The natives, superstitions of losing their caste, took an inveterate 
dishke to the soiereigns then current, showing on their reverse 
St George killing the dragon They recognized m the dragon a 
symbol of the devil and refused to touch such sovereigns The 
later Victorian issues bore on their reverse the shield and arms of 
England and, in order to obtam such com for export, the Indian 
banks were willmg to pay a considerable premium, at one time as 
much as 5 per cent 
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being current in the United Kingdom oi in any British 
possession or foreign country , and if any person acts in 
contravention of this regulation he shall be guilty of a 
summary offence against these regulations ” In conse- 
quence of these prohibitions, London ceased to be a free 
gold market Bank of England and Treasury notes 
remained nominally convertible The rate of exchange 
with America was pegged at 4 765 by the enforced sale of 
securities under the Treasury scheme, and consequently 
there was no further depreciation of the currency apparently 
until after the War when, m March, 1919, the peg m the 
New York rate was withdrawn by the suspension of the 
sale of securities, and gold was allowed to be exported 
by brokers havmg a licence 

Bank of England and Treasury notes continue to be 
nommally convertible, but as it is stiU a penal offence to 
export coin, the Bank of England wiU not pay out gold 
unless they are satisfied that the person wishing to exchange 
notes for coin does not mean to commit a misdemeanour 
by meltmg it down and exportmg it Owmg to the fact 
that com is not legally exportable, when a market for gold 
bullion was re-estabhshed in London, the pnce of gold 
bullion, as measured in our depreciated paper currency, 
went far above the £3 17s lojd Mmt pnce At one time 
(in November, 1920) the pnce was as Ingh as 122s 4d per 
ounce fine, but with the improvement m the USA 
exchange the price has been gradually brought down to 
85s rod. per fine ounce and there is no doubt that in 
time the old Mmt price of ^3 rys loj^d will be regained 
As a consequence of the recommendations (see Section 25) 
of the Report of the Committee on Currency and Foreign 
Exchanges after the War, the banks have paid in their gold 
reserves to the Bank of England, and the bullion offices of 
the Big Five are no longer employed on the work of buymg 
bulhon from the bullion brokers and turning it into com 
The gold com in the country, although it appears very 
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little in circulation, has not been altogether withdrawn, 
and IS stdl being paid into the banks at the rate of about 
£15,000 a month, and the buUion offices have the work of 
arranging for it to be sent to London and paid into the 
Bank of England 

Like the gold market, the silver market in London is 
very exclusive Dunng the past century, untd about 
1878, when Europe, with the exception of England, was 
stiU on a bimetaUic system, the price of silver in terms of 
gold was fixed within settled hmits like the Mint price for 
gold before the War When one country after another 
closed its mmts to the free coinage of silver, the pnce of 
silver came to be fixed like the price of any commodity by 
the law of supply and demand The great sellers of silver 
are the refiners The purchasers are mostly foreign 
governments, and particularly the Government of India 
The six or eight brokers who constitute the silver market 
m London simply pair off their transactions one against 
another The amount of business may be large but the 
balance that has to be settled may be small, and a large 
amount of busmess may make little alteration m the price 
The representatives of the firms mentioned above meet 
at I 45 every day (ii 45 on Saturdays), and decide whether 
the state of their business reqmres the pnce to be altered 
The brokers may disclose their positions to each other as 
buyers and sellers, but they do not disclose them prmcipals 
The brokers make a charge of ^th per cent to their principals 
for buying, but nothing for selhng Usually two pnces 
are fixed, a spot pnce requirmg dehvery within seven days, 
and a forward pnce requirmg dehveiy at the end of two 
months The diffeience between spot pnce and future 
represents the loss of interest for two months and normally 
amounts to about id per ounce Future contracts in 
silver are frequently made use of by manufacturers and 
bankers as a means of hedging against purchases of foreign 
exchange on silver-using countnes Brokers endeavour 
to balance demands against sales for future delivery, and 
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therefore it sometimes happens that when tliere is a strong 
demand for future deliveries the future price exceeds for 
a tune the spot puce 

At the outbreak of the War silver had been for some time 
past at about add per ounce At that time silver m 
England was coined i ounce standard into 5s 6d , so that 
the Mint was makmg a gross profit of about 3s ad, per 
ounce After rising to a8d m August, 1914, silver gradually 
fell to aad an ounce due to the falhng off in the demands of 
the Indian bazaars, but m 1916 there was a considerable 
nse The stock of rupees of the Indian Treasury (which 
normally stood at about 3,780 laks) had been allowed to 
fall to 1,815, ^•nd the Indian bazaars, reahzmg that the 
Indian Government must shortly enter the market for 
large supphes, forced the price to syjd m one week The 
furthei nse in the price of silver until 1920 is associated 
with the history of the gold exchange standard m India 
The rupee was made to pass m exchange at is 4d , and as 
a rupee contains 180 grams of silver i^ths fine, this was 
equivalent to a coinage rate of 43 odd per ounce If the 
pnce of standard silver went above this rate, which it 
quickly did, the rupee became worth more dead than alive 
and it became profitable to melt down rupees In order 
to prevent this happening, the Indian Government had 
to keep caffing up the exchange value of the rupee until 
m the early part of December, 1919, it touched as qd 
One pecuhar aspect of the situation was that the Indian 
Government, m order to meet the demand for rupees, had 
to be contmually in the market buying silver, and thus it 
kept forcing the pnce against itself England was not 
directly concerned with the pnce of silver untd it went 
above 66d , at which pnce the shilhng melts 

Owing to the mcrease m the circulation by the issue of 
the additional £1 notes there had been a great demand for 
silver currency and the Mmt had been coming about tlnree 
times its normal amount To meet the situation a biU 
had to be mtioduced to allow the Mmt to reduce the fineness 
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of the metal used in the silver currency from 925 to 500 
This IS equivalent to a coinage rate of 12s per standard 
ounce The price of silver, which on nth February, 1920^^, 
was as high as Sgid. spot and Syjd at two months, has 
since fallen to about 26d The profit on the coinage of 
silver IS very considerable owmg to the reduction in the 
fineness, and, although there is rather a surplus of silver 
comage m the country, the bullion offices of the banks are 
stdl occupied m taking m Victorian silver from the branches 
and sending it to the Mint to be corned into the new nickel 
silver which the Mmt is issuing to replace the old The 
banks receive a commission for their services eqmvalent 
to the estimated cost of picking it out, insurmg and 
transportmg the silver 

I The buUion offices of the large banks have very httle 
/to do with the silver market It sometimes happens that 
a foreign customer wishes the bank to arrange to buy or 
seU silver on his behalf through a broker m London, but 
as this IS usually the outcome of a foreign exchange 
transaction, it is looked after by the foreign exchange 
branch 

L There is no market for copper for currency purposes in 
ondon When the Mint wants copper it buys it pnvately 
and as the commercial uses of copper are vastly more im- 
portant than its use as matenal for money, there is no 
copper market m London organized specially for supplying 
foreign mints As a general rule, most branches pay out 
very much more copper than they receive, and m pre-War 
times there was always a great demand for copper and, to 
obtain supphes, the hanks would pay a shght commission 
vaiying up to los per cent to gas companies and other 
customers who received it m large quantities Throughout 
the War there was such a dearth of copper currency that 
hanks were wilhng at times to pay as much as £1 per 
cent and take it away and check it gratuitously In 

^ See Messrs Samuel Montagu & Co ‘s Bullion Circular dated 
12th Feb , 1020 
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London, besides the Mint, there are four other sources of 
supply, the Commercial Gas Company, the South Metro- 
pohtan Gas Company, and the L CC Electric Trams and 
the bus companies Most of the banks in London have a 
standing agreement with these to take a certam percentage 
of their supply Lately, however, instead of there being 
a dearth of copper coinage there has been an excess, and 
banks receive rather more than they can get nd of This 
is undoubtedly one of the effects of the fall of pnces and 
slackness of trade, winch have caused a great redundancy 
m all forms of divisional currency For some tune past the 
Mmt has coined no further supphes of copper, and the 
tendency at present is for banks to charge a commission 
for taking it 

Besides these deahngs with the bulhon brokers and firms 
outside the bank and with the Mmt, the bullion office of a 
bank arranges the transfer of money from one branch to 
another This constitutes by far the largest, if least 
mteresting, part of its work When notes or bullion are 
sent to concerns outside the bank, they are insured by 
underwriters, such as Glanvill, Enthoven & Co , under a 
standmg pohcy Usually a policy is taken out to cover 
a large sum under certain nsks As each parcel of notes 
or consignment of cash is sent, the amount msured is 
advised to the underwnter and wntten off the pohcy 
When the pohcy is exhausted a fresh one is taken out for 
a further large sum 

When notes are sent from one branch to another branch 
of the same bank, the bank frequently acts as its own 
imderwriter The branch sending the cash is charged a 
certain commission to cover cost of insurance, which is 
credited to a reserve fund In this way a reserve fund is 
built up sufficient to cover the nsk on any ordmary remit- 
tance Formerly, to save msurance, and as a precaution 
agamst theft, it was a common practice to cut Bank of 
England notes m halves and send one set of halves (the 
left-hand sides, known as “ medallion halvesL by one 
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post and the other set (called the “ signature ” halves) . by 
another This involved a considerable amount of tedious 
work m sticking together notes at Head Office, and the 
practice has been discontinued 

Movements of coin and buUion aie of two kinds — 

(1) A branch wants different denominations of com 
or notes and sends notes foi exchange into different 
denominations 

(2) A branch has not sufficient reserve on the premises, 
and the chief accoimtant of the bank mstructs it to draw 
further sums in suitable denominations from Head Office, or 
a branch which has too much is required to transfer a 
portion of its reserve to Head Office 

Every evening every branch sends to Head Office a 
return of its holdings of notes and coin made up from its 
cash summary book, as shown on page 193 

From these returns the bullion office makes out two 
statements , one of these is for those branches which 
require notes and com, and is as follows — 


" Willing to Take ’’ 


Name of 

Sovs 

J Sovs 

Currency 

Notes 

Silver 

Copper 

Branch 


lOS 

Peckham 

Cardiff 






£so 

£i0 


A similar return is made up of branches that wish to be 
relieved of excessive holdings of copper or silver Where 
branches are conveniently situated close to each other, 
it can be arranged to pair the demands of one branch 
against the excess of anothei, but if the excess held by a 
branch is very large, airangements are made to have it 
sent to Head Office, and the bullion office makes arrange- 
ments to distribute it ovei a period among blanches that 
are willing to take it Before the War the problem was 



A B, C BANK 

MOCKTON-ON-SEA BRANCH 


Balance of Cash, at the close of business, 28th October, ig 


Bank Notes 
Treasury, £1 

Sovereigns 
HaH-so\ ereigns 
Silvei 
Copper 
Petty Cash 

Total Cash in hand 

Balance for corresponding week, 19 
Increase 

Decrease 


£ 


d 

lid 75 

- 

- 

247 


- 

2 

- 



5 

6 



8 

13 

10 

5 

;f 4 .i 87 

E 

7 

3,482 

1 5 

'T 

705 

5 

7 





Reasons for any notable difference Increase of business 


An — ■ . of Stiver and Copper is expected 

deficiency 

within the next month owing to Poppy Pay Collections, 

ixth November 


Present Requirements 


Willing to take jj 

Willing to send 

Bank Notes’- 
Treasury, £i 

Sovereigns 

Half-sovereigns 

Silver 

Totals 

500 




300 1 










1 DaiioroinationB at 10/5, 20/10, 1/50 
Can you rely upon any local supply of Silver ? 

Copper ’ Southern Rail- 
way Station 

Have you recently received any bad coin or forged notes ’ No 
Any special demands of customers Brown, drapers, require £10 

of farthings 

I CERTIFY that on a&ih October, I checked the above 

mentioned balance of cash at this branch and found it correct 
John Doe 


Manager 
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how to supply the branches with divisionary money Now 
it IS the opposite, how to get rid of redundant copper and 
silver 

Cash Remittances. 

When one branch has occasion to send another actual 
cash, Treasury notes. Bank of England notes, country 
notes or com, it is obviously desirable that a closer check on 
such transactions shall be kept than where a branch sends 
another a paid cheque or debits it by “ Remittances and 
Sundries “ for a sum of money due to it For this reason 
cash remittances are recorded by debit and credit entry 
to an account kept at Head Of&ce, called Cash Remittances 
Account The Cash Remittances Account is kept in 
precisely the same way as the Remittances and Sundnes 
Account (see page 210) with the exception that the 
transactions involved are not nearly so numerous, and a 
closer check is kept on outstanding items because these 
represent actual cash articles which aie undelivered in the 
post, 01 have been received and not responded to by the 
blanches 

As can be expected, the largest volume of transactions 
concern the work of the Head Office Bulhon Office The 
chief accountant’s office notice that some branches are 
carrying more than they require, while pnidence would 
demand that certain other branches ought to strengthen 
their position Arrangements are made for some branches 
to send their surplus cash to Head Office and for others to 
diaw cash from Head Office Some branches are paying 
out to the public more than they receive, and the tendency 
in such cases is for them to be continually taking money 
from Head Office This, however, does not necessarily 
foUow When a branch grants a loan or overdraft to a 
customer, the customer does not necessarily draw out the 
fimds in hard cash, but is more hkely to issue cheques 
which are paid through the clearing and do not affect the 
branch’s cash position 
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The commonest classes of remittances to and from Head 
Office and from one branch to another are occasioned 
by— 

(1) Old and dirty Bank of England and Treasury notes 
are received m the branches and sent to the bullion of&ce 
for presentation to the Bank of England for cancellation 

(2) The buUion office obtams a supply of new notes from 
the Bank of England which it sends to the branches which 
have ordered them 

(3) Country notes are paid into branches and sent for 
collection to Head Office There are now no country banks 
left in England which have the right to issue notes, and 
very few notes of Enghsh country banks are still in cir- 
culation The notes of Scotch and Irish banks when 
leceivcd by branches are sent to Head Office, where they 
are handed over to the Walks Department which sorts 
them up into bundles correspondmg to the bank on which 
they are drawn and presents them to the main offices of the 
Scotch and Irish banks in London, who pay them by 
bankers’ payments on London cleanng banks 

(4) A new branch is opened, and a stock of currency of 
all kinds is sent to the branch as soon as it is ready to open 
its doors 

(5) From time to time the Mint or the Treasury recalls 
the issue of certain coins and notes Whenever they are 
paid into a blanch, the cashier picks these out of his tiU 
and sends them to Head Office, where they are sent to the 
Mmt or the Bank of England 

(6) In large towns, such as Liverpool or Manchester, 
it is a usual arrangement for the main office to receive cash 
or supply cash to smaller branches in the district The 
branches concerned debit and credit each other by cash 
remittances in the account at the London Head Office 

The recording of a cash remittance in the books is exactly 
similar to debiting by Remittances and Sundries That is 
to say, the branch sendmg the money to another makes 
out a form as shown on page 196 



A B. C BANK, LIMITED. 


Head Office 77 Lombard Street, London, E.C 2 

Toth June 19 . . 

HEAD OFFICE CASH REMITTANCES ACCOUNT 


Kindly credit above account as follows— 


Details 


Bank af England Notes, %n denominations as ‘per 
enclosed list Reference your letter of 7/6I- 


Total 


(Credit Head Office) 

ABC BANK, LIMITED 
VOUC HER 

CASH REMITdANCE ACCOUNT 

10th June, ig 

Chaiged to 5 John Sired, Bristol Bianch, 

£ 5.000 


By Head Office, Bullion Office, 

John Brown Maiiagei 

196 
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This IS listed on a Debit Cash Remittance Form as 
follows 

DEBIT CASH REMITTANCE ACCOUNT 
Credit H 0 Bullion 


Blanch 


loth June, i9__ 


Issued to 

Details 

Amount 


5 John Street, 
Bristol 

Bank of England 
notes 

5,000 


- 



The summaiy of Cash Remittance Debits is sent to Head 
Office, and the various debits sent ivith the remittances to 
other branches who respond to the debit by teanng off 
the lower portion of the form and listing it on a Credit 
Cash Remittance Summary as follows, the total of which 
is entered on their states and sent to Head Office — 

CREDIT. CASH REMITTANCE ACCOUNT 
Debit 5, John Street, Bristol Branch 


I2th June, 19 


Issued by 

j Amount | 

Issued by 

1 Amount 

H 0 Bullion 

5,000 

- 








198 


ENGLISH BANKING METHODS 


The Cash Remittances Account The account is kept 
in exactly the same way as the Remittances and Sundries 
On the debit side appears the amount taken from the 
statements of what branches making remittances have 
debited On the other side are the credits made by the 
branches who leceive the remittances and respond with 
the lower portions of the debit vouchers The diffeience, 
which IS usually a debit balance^ represents money m the 
post which has not yet been received and responded to 
Sometimes a branch sends money to Head Office, and Head 
Office receives and eredits it before the debit comes through 
from the branch The effect of this is to turn the balance 
on the account into a credit balance If items are out- 
standing for any length of time they are followed up to make 
sure that the money has not got lost in the post or been 
misappropriated Items, as a rule, do not outstand for 
longer than a day, but when large sums of money, coffers 
of copper com, etc , are sent by railway with an accom- 
panying attendant, by the tune the money is received and 
counted and the corresponding credit is passed to the 
account, several days may have elapsed 
The account is checked by the lower poitions received 
from responding branches being ticked up against the 
correspondmg items on the Debit Summaries, and a list 
is then made of outstanders Thus if the account appears 
m the ledger as shown on page 199, the foUowmg would 
be the tnal agreement the day after — 


CASH REMITTANCES TRIAL 
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The Bank of England Accounts. 

Every deaxmg bank has to maintain at the Bank of 
England a " General Account " to meet its draft for the 
settlement m the Clearing House, and most banks maintain 
as well a " Transfer AccouuL ” on which they dr?,w drafts 
which they issue to their customers The amount held by 
a bank in its General Account at the Bank of England is a 
matter of privacy which concerns only itself, and the Bank 
of England does not give any particulars any more than 
a joint stock bank would about the state of the accounts of 
its pnvate customers The account is built up from the 
foUowmg classes of transactions — 

Looking at the account from the point of view of the 
joint stock bank, on the debit side wiU appear — 

(i) Credit balances due in the Clearing House when the 
bank has handed over more cheques m the clearing than 
it has received As stated (see page 165) the Clearmg 
House clerk makes out a gieen ticket lequesting the Bank 
of England to credit this amount to its account m their 
books, and, conversely, the amount appears on the debit 
side of the account in the books of the jomt stock bank 

(z) Cheques drawn on the Bank of England, dividend 
warrants on government stock, etc These are not sent 
to the Clearing House but paid into the Bank of England 
direct The amount claimed for each bundle is agreed 
separately, and the amount due for the lot credited m one 
amount for the day 

(3) Transfers of gold and notes from Head Office reserve 
to the Bank. 

(4) Payments mto the account by provmcial branches 
in towns where there is a branch of the Bank of England 

(5) Odd amounts due by the Bank ansmg out of stock 
exchange transactions, etc 

On the credit side appear — 

(i) Debit balances due m the Cleanng House when the 
bank has handed ovei less cheques in the cleanng than it 
has received As stated, the Cleanng House cleik makes 
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out a white ticket requesting the cashiers of the Bank of 
England to debit this amount to its account m their books, 
and, conversely, the amount appears on the credit side of 
the account m the books of the ]oint stock bank 

(2) Demands for gold and notes which are made by the 
Head Office Bulhon Office for supplymg branches 

The Banlc of England, besides its West End branch and 
Law Courts branch m London, has branches at Liverpool, 
Manchester, Newcastle, Leeds, Bimingham, Bristol, Hull 
and Plymouth, and the district mam offices of the joint 
stock banks keep mdependent accounts with the Bank of 
England in those towns The settlement of the clearing 
in the provincial Clearmg Houses is usually made by 
transfer m the books of the Bank of England branch m 
the same way as the settlement is effected m London 
Branches that have mdependent accounts at the branches 
of the Bank of England show these amounts mdependently 
of their cash, and the balances held at branches of the 
Bank of England are incorporated half-yearly in the 
balance sheet undei the head of “ Cash in hand and at the 
Bank of England ” 

There is nothing comphcated in the Bank of England 
General Account It is only the amount of the balance 
that joint stock banks are careful not to make known to the 
public Most of the withdrawals are m large round sums, 
but the balance runs into an odd amount of pounds, 
shillings and pence 

The Bank of England issues a pass book to each customer 
bank No interest is allowed on the account , and the 
amounts on either side appear exactly the same as m an 
ordmary customer’s book, but, of course, the amounts are 
uncommonly large At half-yearly balancmg periods, 
the amounts m the Bank of England account are ticked 
up with the amounts in the pass book, a hst of outstanders 
on either side is made, and the balance agreed in the same 
way as the balance of a private account The agreement 
can usually be made by one clerk m about half an hour 
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Ixhe balance of the General Account, plus the balance of 
the Transfer Account, plus the Head Office reserve, plus 
the money held at branches are lumped together and 
brought into the balance sheet on the right-hand side as 
" Cash m hand and balance at the Bank of England ”| 
Besides banks, most of the large bill-brokers, issue houses 
and stock-brokers have accounts at the Bank of England 
When for purposes of half-yearly window-dressing, banks 
take in call money from the market, payment is made by 
the bill-brokers and others mostly by cheques on the Bank 
of England, and these go to swell the accoimts of the ]oint 
stock banks with the Bank of England The Bank of 
England lumps together all deposits other than the '' pubhc” 
deposits of the Government as “ other deposits,” and the 
withdrawal of money from the market is frequently carried 
out by an internal transfer in the accounts held by the 
Bank of England which is m no way mdicated m the weekly 
Bank return 

The Transfer Account The Transfer Account is a 
special account kept by all banks who issue to their cus- 
tomers drafts on the Bank of England Government 
regulations have laid it down that Collectors of Customs and 
Excise in London and towns where there is a branch of the 
Bank of England may not receive payment for Customs 
dues m anythmg but legal tender or a cheque on the Bank 
of England A customer of a bank who wishes to take 
dutiable goods out of bond must pay Customs duties by 
a transfer cheque on the Bank of England He goes to the 
branch where he keeps his account, asks the manager to 
issue him a bank transfer cheque and tenders his own cheque 
for the amount The branch debits the customer’s account 
and credits Head Office in its daily state under “ Bank of 
England ” The Transfer Account is a one-sided account 
That is to say, it has no miscellaneous debit items From 
time to time a round sum, say three milhon, is transferred 
from the General Account to keep the Transfer Account 
from becommg overdrawn, and the right-hand side is 
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merely a list of mdividiial transfer cheques that have been 
issued and paid When the balance is exhausted a further 
round sum is transferred from the General Account Half- 
yearly the balance of the Transfer Account is agreed with 
the Transfer Accoimt pass book by taking out a list of 
outstanders and the balance added to the balance of the 
General Account to make up the amount of the " Balance 
at Bank of England ’’ 

The Branch Advice. 

In Germany and some other countnes where the crossed 
cheque has no legal recognition, it is a common thing for 
a person to pay mto his bank money for the credit of some 
other customer or customers at another bank This 
procedure, called " giroverkehr,” is not employed to any 
great extent m England, because most persons prefer to 
send a creditor a crossed cheque It is, however, obvious 
that there are many occasions upon wluch one branch has 
to give credit to Head Office and other branches The 
method by which this transfer of funds is effected is known 
as " giving credit by branch advice ” The commonest 
classes of transactions which make such transfers necessary 
are — 

(1) A customer company has many agencies or multiple 
shops which run banking accounts with different branches 
of the same bank Branch shops are not allowed to keep 
under their control more money than is reqmred to pay 
foi their current expenditure, and shop managers are in- 
structed to credit then central office with the surplus takmgs 
by advising the branch of the bank where they keep their 
account to transfer funds from their accounts to the account 
of their central office at some other branch of the bank 

(2) Coupons are sent to Head Ofidce Coupon Office for 
collection, stocks and shares to the Head Office Stock Office 
for sale, etc These and other departments in Head Office 
credit the proceeds to the accounts of customers by creditmg 
the branches by branch advice 
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The method of making the transfer is very simple 
Suppose, for instance, Bath Branch receives a coupon 
City of Toronto £2 5s which it sends to Head Office Coupon 
Office for collection on account of its customer. Miss M 
Lmck The coupon is collected with others, and after 
deduction of income tax at 4s 6d in the £ (los 2d ) the 
Head Office Coupon Office has to credit Bath with £1 14s 
lod for account of Miss Livick 

The Coupon Form on page 205 shows the proceeds of 
the collection, and the coupon collection advice is pinned 
on a Branch Advice Form made out as shown on page 
206. 

This Branch Advice Form is hsted on a Summary Credit 
Advice Sheet by the Coupon Office as follows — 

X. Y. Z BANK LIMITED 
BRANCH ADVICE ACCOUNT 

Head Office Coupon Office Branch 



The Branch Advice Form is sent to Bath Branch and the 
Summary Credit Advice Sheet to Head Office Branch 
Advice Department When Bath Branch receives the 
Branch Advice Form with the Coupon Advice attached, 
It credits the account of Miss Lmck £1 14s rod , tears off 
the lower portion of the Advice Form and uses it to debit 
Head Office Coupon Office by Branch Advice The lower 
portion IS sent to Head Office with the day’s remittances 
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listed With others on a Debit Branch Advice Summary as 
follows — 

X. Y Z BANK LIMITED 

BRANCH ADVICE CLEARING 

Bath Branch gth June ig_ 


Issued bj 

Amount 

Issued bv 

j Amount 


/i 

s 

d 





H 0 Coupons 


14 






Leicester 

,1' 

9 

7 





Harnngay 

81 

3 

6 







7 ' 







This IS the ordinary procedure by which a transfer is 
made from one branch to another Again, supposing the 
Cardiff Agency of the A B C Assurance Company wishes 
to make a remittance to the A B C Main Ofi&ce m London 
which keeps its account at Farringdon Street, Caidiff 
Blanch of theX Y Z Bank would credit Farrmgdon Street 
for account of the ABC Assurance Company by Branch 
Advice Farrmgdon Street credits the account of the 
ABC Company and debits Cardiff Branch by Branch 
Advice usmg the lower portion of the advice to send to 
Head Office This snnple procedure is departed fiom as 
little as possible There are occasions, however, when 
the transfer has to be made m a shghtly difterent way— 

(i) For instance, supposing the credit has to be wired, 
it IS obvious that Famngdon Street would have to make 
the transfer before it receives any Branch Advice Form by 
mad Cardiff would send a wire to Famngdon Street 
which Farringdon Street would identify by the code word 
Farrmgdon Sheet can pay over the money to the A B C 
Company, but what is it gomg to debit ? The usual pro- 
cedure in such cases is for it to make out itself a branch 
advice addiessed by CardiS to Famngdon Street and mark 
it “ Duplicate — credit wired ” in red ink Cardiff would 
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put the amount on its Branch Advice Ciedit Sumraaiy 
and subsequently send aBranchAdvicc toFarringdon Stieet 
as a confumation of its wire Farnngdon Street would send 
the lower portion of the second Branch Advice to Head 
Office not bsted on any Debit Branch Advice Smnraary, 
and being careful not to make the transfer a second time 

(2) One branch has to instruct another to incui expenses 
on its behalf the exact amount of which cannot be calculated 
at the time For instance, a branch may instruct the 
Foreign Branch to issue a sterbng draft on Pans The 
branch credits Foreign Branch with the sterling amount, 
and Foreign Branch debits the branch with any consequent 
expenses If the bianch instructs Foreign Branch to 
purchase a currency draft it cannot credit Foicign with 
any exact amount until Foreign has actually effected the 
transaction at a definite rate Such transactions are not 
settled by one branch crediting by Branch Advice, but 
Foreign obtams subsequently its credit by debiting the 
branch by “ Remittances and Sundries,” and the branch 
responds to the debit 

The Branch Advice Account It will be realized that 
like the Head Office Returns Account, the Branch Advice 
Account IS a " wash” ^ account, the credits to which should 
balance the debits after allowance has been made for the 
fact that the Credit Summaries are received in Head Office 
a day before the branches respond by debiting with the 
lower portion of the advices sent them Every branch 
shows m its state an amount which it has debited and 
credited Head Office and other branches by Branch Advice 
First, then, is credited to the account the total obtained 
by the States Department, arrived at by pickmg out these 
1 The Cash Remittances, Branch Adince, Remittances and 
Sundries, Bankers' Pa3rments, and Head OfiSce Suspense Accounts 
are termed “ wash ” accounts, because, though the transactions 
recorded represent transfers of credit from one branch to another, 
and therefore both sides of these accounts should balance daily, 
m practice there is always a balance representing outstanding 
advices m the post which has to be further adjusted for errors that 
" turn up m the wash " when outstanding advices are eventually 
received and marked ofi the advice sheets 
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amounts and listing them on a " siimmaiy of branches ” 
The corresponding debits come thiough the next day from 
the branches which have responded In addition to the 
amounts credited by branches there are the amounts 
credited by the Head Office Coupons, Stock Office and other 
departments of Head Office to the branches These are 
entered separately to the credit of the account On the 
other side is the total of what branches and Head Office 
departments debit each other by responding with the lower 
portions As these lefer to the credits passed mto the 
account the day previously, it is obvious that the balance 
of the Branch Advice Account must always be a credit 
balance correspondmg roughly to the amount of branch 
advices in the post, or which have not yet been responded 
to by the branches In addition, adjustments have to be 
made on either side of the account for errors and differences 
made m hsting Branches list the amoimts of the advices 
incorrectly on the summary oi advise a branch as being 
credited, but neglect to send the branch a Branch Advice 
If a branch undercredits another, the error can be easily 
rectified by sendmg it an additional advice for the difference 
If it overcredits, the rectification of the error is not so easy 
Supposmg that the Head Office Coupon Office had credited 
£2 5s to Bath branch and forgotten to deduct los 2d 
income tax How can the Coupon Office get the money 
back without double entries bemg passed m the account 
of the customer at Bath ? The best way of rectifying the 
error is for Bath branch to send the advice back to the 
Coupons Office ivithout passmg any entries Head Office 
Coupon Office wipes out the effect of the credit by respond- 
mg with the lower portion itself as a debit to Branch 
Advice Account, the contra being a new credit to Bath 
for £x 14s rod and a credit to Income Tax on Coupons 
Account for los 2d 

Every day the lower portions of the advices received from 
the branches which have responded are marked up against 
the corresponding amounts on the Credit Summary Sheets 
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There are some items outstanding which are not responded 
to These are mostly cases where a branch receives an 
advice but cannot identify the name of the customer who 
IS to be credited The branch has to hold up the response 
to the credit until further particulars are obtained from 
the branch which has sent it Vice versa there are cases 
where a lower portion is received before the branch has 
advised the credit to Head Office This usually means that 
the branch has issued a Branch Advice and forgotten to 
debit the customer and credit Head Office Branch Advice 
Account m its state As can be expected in handling a 
large volume of work, the total of which runs into many 
miUions of pounds, such discrepancies are always ansing 
and have to Be allowed for m the agreement of the account 

On page 211 is an example of how the account appears 
in the books at Head Office 

Remittances and Sundries. 

When a branch has to take the mitial step in claimmg 
money from another, the transaction involved is the exact 
opposite of giving credit to a branch by Branch Advice, and 
IS effected by debiting it by “ Remittances and Sundries ” 
The type of transaction which occasions this procedure 
most frequently is the payment of cheques of customers of 
other branches One branch advises another to pay up 
to the hmit stated m the credit the cheques of a customer 
who is stopping m the vicinity Cheques for small amounts 
are marked “ Paid by order ” and passed through the 
Cleanng, but cheques for large amounts are sent direct 
to the branch where he keeps his account and debited 
by Remittances and Sundries Account This is a trans- 
action the exact opposite of the one described above, 
where a branch receives money on behalf of a customer of 
another branch and credits by Branch Advice the branch 
where he keeps his account The other class of case where 
one branch claims money from another is where expenses, 
telegrams, cables, postal charges, are incurred on its behalf 
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Where one branch instructs another to purchase foreign 
currency or complete some transaction on its behalf and 
the cost is not exactly known, the usual procedure is for 
the branch doing the business to debit the other the 
ascertained amount on the completion of the transaction. 

Whatever is the transaction involved the procedure is 
precisely the same. The branch debiting the other makes 
out a Remittances and Sundries Debit Form, which, to 
distinguish it from a Branch Advice Credit Form, is dis- 
tinctly coloured green. Supposing that the City of Toronto 
coupon collected on behalf of Miss Livick, mentioned 
by way of illustration in the explanation of the Branch 
Advice Account, is subsequently refused payment. Head 
Office Coupon Office, having given Bath credit for 14s. 
lod., has to claim this amount back from Bath Branch. 
The Head Office Coupon Office would make out a Re- 
mittances and Sundries Debit Form to which it would 
attach the unpaid coupon, as shown on page 213. 

The amount would be listed on a Debit Remittances and 
Sundries Summary as follows — 

A. B. C. BANK LIMITED. 

DEBIT. REMITTANCES & SUNDRIES ACCOUNT. 

Credit Head Office Coupon Office. 

loth June, . ..I9„_ 

Issued to. Details. Amount. 

£ s. d. 

Bath . . . Unpaid Coupon, City 

of Toronto, 

No. A/144S53 I 14 10 

La 7 icaster . . Wire Stk June 5 - 

Leamington . . Postage and Insurance 

of JBoiids, Jill June 3 6 

' 2 3 4 



A. B. C. BANK, LIMITED. 


Head Office Coupon Office .. Branch. 

102^^ June, 19.. 

Credit Head Office Remiftances and Sundries A/c as 
stated below— 


PARTICULARS 

AMOUNT 

Coupon A/144753 Corpn. of City of 
Toronto. 

Ajc, 

Miss F. Livick. Unpaid. Not 
yet due 

I 

1 

1 

! 

10 

Total . £ 

I 

14 

10 


(Credit Head Office.) 

A. B. C. Bank, Limited. 
REMITTANCES AND SUNDRIES ACCOUNT. 
Charged to .... Bath. ... . . Branch 

loth Jtme, 19.. 

by Head Office Coupon Office Branch, 

(Certified) 

i I : 14 : 10 

213 
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The Remittances and Sundries Form would be sent to 
Bath branch and the Summary to Head Office, Remittances 
and Sundries Department. 

On receipt of this Remittances and Sundries Debit, Bath 
branch would tear off the lower portion, debit Miss Livick's 
account with the unpaid coupon, return it to her and credit 
the £i 14s. lod. to Remittance and Sundries by responding 
with the lower portion which would be sent to Head Office 
listed on a Credit Remittances and Sundries Summary as 
follows — 

A. B. C. BANK LIMITED. 

CREDIT. REMITTANCES & SUNDRIES ACCOUNT. 

Debit Baih Branch. 


iith June 19 


By whom Issued. 

Amount. 

By whom Issued. 

Amount. 

H. 0. Coupons . 
Leicester 

Andover 

£ 

I 

3 

3 

s. 

14 

8 

S 

nivo 0 






9 

6 


Remittances and Sundries Account. The Remit- 
tances and Sundries Account kept at Head Office is a ‘'wash'' 
account precisely similar to that of the Branch Advice. 
It is kept for the same purpose of balancing what branches 
debit other branches against the credits passed by the other 
branches responding. On the debit side of the account 
is the amount branches debit other branches and depart- 
ments of Head Office debit branches as shown by the figures 
entered on their states, and on the credit side of the account 
appear the amounts which branches credit other branches 
and departments of Head Office credit other branches by 
responding with the lower portions of the Remittances and 
Sundries Forms. The Remittances and Sundries Forms 
are sent by branches and debited to the account a day 
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before branches have time to respond. The difference 
between the two sides is, therefore, always a debit balance 
corresponding to the amount of the Remittances and 
Sundries debits in the post#after allowing for errors and 
adjustments in the account on either side. After marking 
up the lower halves against the amounts entered on the 
'' Debit Summary '' forms, there are always a number of 
items outstanding which represent debits to which branches 
have not responded because they cannot identify the 
account which has to be debited, or because they do not 
agree the amount claimed from the other branches. The 
account is worked in precisely the same way as the Branch 
Advice, and at the end of the day when the lower portions 
have all been marked up against the debit summaries, and 
a list of outstanders has been taken out, a trial balance 
of the account is taken out in exactly the same way as 
the Branch Advice trial. 

Returns. 

The channel through which an unpaid cheque is returned 
depends upon whether it is drawn on a Town, Metropolitan, 
or Country branch. If a cheque is presented at the counter 
and payment is refused, the particulars are entered in the 
Unpaid Register but no book-keeping entries are required. 
The cheque is merely handed to the person presenting it 
and he walks away with it. The method of returning 
unpaid cheques presented through the clearing is as 
follows — 

(i) If the cheque is drawn on a country branch, that is 
to say, it is presented through the Country Clearing, the 
country branch returns it direct to the presenting bank 
whose name appears on the crossing. Thus supposing 
Glyn MiUs & Co. have a cheque for £5 i6s. 2d. drawn on 
the A. B. C. Bank, New Barnet, Hertfordshire, which it 
sends through the Country Clearing ; New Barnet decides 
not to pay it. New Barnet sends the cheque direct to 
Glyn's, and debits the A. B. C. Bank Head Office by Returns 

15 — ( 1926 ) 
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Account. At the same time, New Barnet sends the Head 
Office a voucher worded as follows — 

A. B, C. BANK LIMITED. 

COUNTRY CLEARING RETURN. 

Due from Messrs Glyn Mills & Co 

for a cheque returned to them at Head Office, 

London. 

By New Barnet Branch. 

yth June, 19.. 

£5 : 16 : 2. 

Head Office obtains credit for this amount by presenting 
this voucher through the clearing to Glyn's the following 
day (or rather it deducts it from the amount that Glyn’s 
claim for that day's work). 

(2) If the paying branch is in the Metropolitan Clearing, 
the cheque is sent direct to the presenting branch and 
Head Office is debited by Returns Account and a Metro- 
politan Clearing Return Slip, similar to the Country Clearing 
Return Slip shown above, is presented through the Town 
Clearing. Formerly returned Metropolitan Cheques them- 
selves used to be sent through the afternoon Town Clearing. 
The practice was altered some four years ago, and they are 
now dealt with in a way precisely similar to the Country 
Returns. 

(3) If the paying branch is a Town Clearing branch, the 
cheque is not sent direct to the presenting branch, but the 
actual cheque or article is sent back through the Town 
Clearing and charged to the presenting branch by its Head 
Office. 

(4) If the presenting branch is a branch of the same bank 
it is obvious that credit cannot be claimed by Head Office 
through the Clearing House. The cheque is sent direct 
to the branch which is‘ debited by “ Returns " and Head 
Office obtains credit by the presenting branch crediting 
Returns Account and debiting its customer, 
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(5) If the presenting bank is an agent, say a Scotch or 
Irish bank, which has an agency account at Head Office, the 
cheque is sent direct to the agent and the agent is debited by 
Agency Account.” Similgrly, if a Scotch or Irish bank 
returns a cheque sent to it for collection or payment, it debits 
its Agency Account and the branch receiving it back 
credits Head Office Agency Account. It will be noticed 
that all returns are settled through the Head Office Returns 
Account, save the returns to and from agents. These do 
not come into the Returns Account, and are settled by debit 
and credit to the Agents' Accounts in the Agents’ Ledgers. 

The channels through which unpaid cheques are returned 
may be summarized thus — 


Paying Bank is in the COUNTRY CLEARING. 

Presenting bank is — 

Town . . Cheque is sent direct to presenting branch. 

Metro . . ( Head Office Returns A/c, is debited. 

Country . ) Head Office passes the Country Return slip 

through the Clearing House. 

Branch of same bank. Cheque is sent direct, with Returns Debit 
Voucher. " Head Office Returns " is de- 
bited. Presenting branch responds by 
crediting “ Head Office Returns " Account. 

Agents . . . Cheque is returned direct. Agent’s account at 

Head Office is debited. 


Paying Bank is in the METROPOLITAN CLEARING. 

Presenting bank is — 

Town . ^ Cheque is sent direct to presenting branch. 

Metro . . y Head Office Returns A/c is debited. 

Country . ) Head Office passes the Metropolitan Return 

slip through the Clearing House. 

Branch ot same bank. Cheque is sent direct, with Returns Debit 
Voucher to presenting branch. Presenting 
branch responds by crediting Head Office 
Returns Account. 

Agents . . . Cheque is returned direct. Agent’s account at 

Head Office is debited. 


Paying Bank is in the TOWN CLEARING. 
Presenting bank is — 

Town . . ) The actual article marked with the answer is 

Metro . . [ sent through the clearing, and charged to 
Country . ) the presenting branch in the same way as 



2i8 


ENGLISH BANKING METHODS 


a draft on itself. The Head Office of the 
presenting bank sends the return to the 
branch and debits it by " Returns A/c 
Branch of same bank. Cheque is charged back through the clearing. 
Agents . . . Cheque is returned direct. Agent’s account at 

Head Offic« is debited. 

Returns Inwards and Returns Outwards. It will 
now be apparent to the reader that every branch has to 
account for two classes of returned items : '' Returns 
Inwards/’ those articles bearing its crossing stamp which 
have been paid in by its customers and which have been 
refused payment by the banks on which they are drawn, 
and “ Returns Outwards,” those articles which are drawn 
on its customers’ accounts and which for various reasons 
it refuses to pay and must return to the presenting banks. 
With the exception already noticed of cheques presented 
by or drawn on agents, Returns Inwards ” are settled by 
crediting Head Office Returns Account and debiting the 
customer, and Returns Outwards ” are settled by 
debiting Head Office Returns Account, the contra being 
the amount Head Office claims and is credited for in the 
Clearing charge in which the cheque is presented. When 
a Returns Inwards is received from Head Office or another 
branch of the same bank it is accompanied by a Returns 
Debit Voucher, as shown on page 219. 

The branch credits Head Office Returns Account by 
tearing off the lower portion which is listed on a Credit 
Returns Sheet, shown at the foot of page 219. 

Head Office Returns Account. The Head Office 
Returns Account is really another “ wash ” account for 
effecting the settlement of debits and credits between 
Head Office and the branches, and between the branches 
themselves. Each branch shows on its ” State ” each day 
the amount it has debited to '' Head Office Returns ” for 
returns it has sent to other banks and branches by the 
channels mentioned above. The clerk in charge of the 
Head Office Returns Account at Head Office ascertains the 
total amount going to the debit of the account by taking the 



A. B.C. BANIC LIMITED. 


Farringdon Street Branch 

Sth June, ig 

Please credit Head Of^ce '' Returns Account as per 

annexed Voucher for Cheque £77 : 18 : 4 

returned herewith. 

Answer — Endorsement irregular. 

Examined 


A. B.C. BANK LIMITED. 

RETURNS ACCOUNT. 

Charged to George Street, Lambeth Branch 

%th June, 19. . for Return from 

Farringdon 'Street 

£77 : 18 : 4 

NOTE. — To be completed by CREDITING Branch. 

The above Article was remitted by us to and 

debited to Head Office in the total of the Section 

on the Daily State of 19 


CREDIT RETURNS ACCOUNT. 

Debit George Street, Lambeth. . ..Branch. 


Date gth June 19 


By whom Returned. 

On whom drawn. 

Amount. 

Name of 
Account 
Debited. 

Farringdon Street 

Selves 

£ 

77 

S. 

18 

d. 

4 

John Doe 


219 
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figures obtained by the States Department/' On the other 
side appears the amount which branches credit Head Office 
Returns Account for returns they have received from other 
banks and branches. It is obvious that these two sides 
must agree when allowance has been made for the fact that 
the debits are received and mostly debited to the account 
a day before the branches respond, and the corresponding 
credits thus are entered on the other side two days later. 
Discrepancies are located by a process of marking up the 
lower portion of the return vouchers sent by branches with 
their “ Credit " Advice sheets against the corresponding 
debits on the Debit " Advice sheets sent by the branches 
which have returned the cheques. There is usually a debit 
balance 'on the account corresponding to cheques returned, 
and in the post, which have not yet been received and 
responded to by the collecting branches. 

Bankers’ Drafts, 

Although a cheque is not legal tender, a payment is held 
to have been validly made if a person accepts a cheque 
in lieu of legal tender money. If the cheque is dishonoured, 
though the holder has a right for what it is worth to sue 
the drawer and prior indorsers, he has parted with posses- 
sion of his property and he cannot reclaim it. For this 
reason no person with any sense will part with the posses- 
sion of property unless he is fairly certain that the cheque 
taken in exchange will be duly honoured. In the U.S.A. 
this difficulty is got over by the practice of certifying 
cheques. The person who has to make the payment takes 
his cheque to his bank and the bank certifies by 
stamping it with a rubber stamp and initialing it, that the 
cheque is in order and will be duly paid when presented 
through the clearing. The bank certifying the cheque 
debits the amount straight away to the account of the 
drawer and credits it to Certified Cheques Account. The 
cheque once certified becomes an obligation of the bank 
itself and provided it is properly indorsed, the bank must 
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pay it when it is presented through the clearing regardless 
of the state of the drawer's account. 

If a person wishes to make payment in a convenient 
form which will be accept^le to the payee, so that the 
payee will have no hesitation about delivering goods, or 
completing his part of the contract, whatever it may be, 
he goes to the branch of his bank and asks them to issue 
him a draft on their Head Office, which is worded as 
follows — 


A. B. C. BANK LIMITED. impressed Bill 

or Note Stamps 

D0E 1ST JULY 
Cloth Street, 

Bradford. 

14th June, 19 

A. B. C. Bank, Limited, 

77 Lombard Street, 

London, E.C.2. 

Fourteen days after the date hereof pay without accept- 
ance Drood & Co., Ltd or order the sum 

of Sixty-five pounds one shilling and six pence 

Value received. 


T. Tatler 

Manager. 

£65 : I : 6 

The issue of a banker's draft involves the following legal 
points — 

{a) If it is a demand draft drawn by a branch on Head 
Office it must be payable to order and not to bearer, 
otherwise it comes within the definition of a bank note, and 
its issue is illegal. 

(h) A draft drawn by a branch on Head Office is not a 
bill of exchange within the meaning of Section 3 of the 
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Bills of Exchange Act, 1882. It is not an order in writing 
addressed by one person to another,'' because drawer and 
drawee, branch and Head Office are the same legal 
person. Lord Lindley, in the^case of Capital and Counties 
V. Gordon, 1903, A.C. 240, laid it down that such a draft 
was not a bill of exchange, since an instrument on which 
no action can be brought by the drawer can hardly be a 
bill of exchange within Section 3 of the Act." 

(c) For the same reasons that such a draft is not a bill 
it is not a cheque, and though drafts are frequently crossed 
as a means of identif3dng the presenting banker in the 
Clearing House, a draft cannot be effectively crossed so as 
to give the paying banker any legal protection. For this 
reason banks do not issue drafts with a permanent crossing 
printed on them. 

{d) A banker paying against a forged indorsement on a 
demand draft is apparently still protected by Section 19 of 
the Stamp Act of 1853. For paying against a forged 
indorsement on a draft payable not on demand it receives 
no protection, and it receives no protection under Section 
82 of the Bills of Exchange Act for collecting a draft 
bearing a forged indorsement. 

The use of bankers' drafts is uncommon in trading 
transactions. If the payee has any doubt about the 
solvency of his debtor he takes his cheque and waits until 
it is cleared before he sends the goods. The commonest 
case where payment by bankers' draft is insisted upon is 
where a solicitor is making a conveyance of leaseholds or 
real property and transfer and payment must, under the 
terms of the contract, occur at the same time. The solicitor 
has a duty in seeing that his client is duly paid, and since it 
would be inconvenient to hand over a large sum in gold or 
bank notes, he usually stipulates for payment by banker's 
draft. In any case the use of bankers' drafts is not nearly 
so common as the practice of certifying cheques in America. 

When a customer wishes to obtain a draft, he usually 
makes verbal application at the counter of the branch 
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where he keeps his account. American banks frequently 
issue cashiers' cheques to anyone who will pay for them in 
notes, but an English bank prefers not to issue a draft to 
anyone but its own customers. If a stranger applies he 
is usually charged a commission of about ^th per cent, 
minimum 2s. 6d. The customer hands his cheque to the 
bank for the amount of the draft, plus the stamp, and the 
branch issues him a draft on its Head Office. The branch 
debits the account of their customer with his cheque, and 
credits Head Office in their state under '' drafts." Drafts 
are usually payable at sight, but some are payable seven 
or fourteen days after date. These latter must be stamped 
as bills of exchange and carry three days' grace. Drafts 
do not pass into general circulation and are usually paid 
by the payee into his account at his bankers and are 
presented at maturity through the Town Clearing. 

Each branch draws a supply of stamped draft forms from 
the stationery office and debits the cost to Stamped Draft 
Account. Each branch keeps a Draft Issued Book which 
shows the number of each draft, the name of the applicant, 
and the name of the payee of all drafts issued by it on Head 
Office. If a branch issues drafts on country correspondent 
banks their particulars are entered separately. Such 
drafts do not come into the Head Office Draft Account 
and are settled by credit through Agents' Accounts. The 
customer pays for the stamp when he pays for the draft, 
and the amount of stamps for which money is received is ' 
credited to the Stamped Draft Account, the balance of 
which should equal the value of the stamps on the stock of 
drafts on hand. If there is any difference it is written off 
to general charges." A hst of all drafts issued showing 
their particulars and amount is sent to Head Office each 
day with the daily state. At Head Office a Draft Register 
is kept showing the numbers and particulars of all drafts 
issued by branches on Head Office, and this register is 
used to post particulars of drafts in a Draft Diary under 
the date on which they will mature. A “ Drafts Account " 
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is kept in the States Department of Head Office to which 
are posted, on the credit side, the total of the amounts 
advised by branches on their states of the drafts they have 
issued, and on the debit side^the total of the drafts pre- 
sented and paid each day by the Head Office cancellers. The 
difference, which is always a credit balance, represents the 
amount in the hands of the public, and this amount is 
proved each day by taking out a list of outstanders from 
the Draft Diary, The balance of the account represents 
a definite liability and is brought into the balance sheet 
half-yearly on the left-hand side imder the heading of 

Acceptances and Engagements on Account of Customers/' 
Drafts are usually promptly presented for payment, but 
it sometimes happens that they are lost and never presented. 
In such cases they outstand in the diary for a considerable 
time until either the payee obtains a new draft against his 
letter of indemnity or the amounts are transferred to the 
credit of some reserve account at the end of six yf ars from 
their maturity. At the end of that time, by the Statute of 
Limitations, they would no longer be enforceable. No bank 
would, however, refuse to pay a draft on itself provided some 
explanation was forthcoming why it had not been presented 
in due course. 

Bankers’ Payments. 

When one bank has occasion to make payment to another 
it sends it a draft on itself which, by Section 2 of the ex- 
emptions of the Stamp Act of 1891, is exempt from stamp 
duty, and which on that account is known as a bankers' 
payment- There are also occasions upon which a bank has 
to pay a sum to a customer or a firm that is not a bank. 
It cannot send a bankers' payment, but instead it remits a 
cheque on itself which is stamped with the usual two-penny 
stamp and is treated in exactly the same way as a bankers' 
pajonent. Broadly speaking, there are two classes of 
circumstances where a bankers' payment has to be used — 

. (i) Stock is purchased from another bank on behalf of a 
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customer, or bills are presented by a walk's clerk and paid 
over the counter by bankers’ payments, or, for some other 
reason, a payment has to be given another bank on account 
of money that is directly due#to it. 

(2) A customer instructs the bank to pay over to a 
bank a sum of money for account of one of the other bank’s 
customers. 

It can be reahzed that it would be a complicated system 
if each branch were at liberty to issue bankers’ payments 
drawn on itself. As bankers’ payments are for large 
amounts which have to be cleared with the greatest 
promptitude for the sake of the interest on the sums 
involved, it is essential that they should be drawn on a Town 
Clearing branch. All branches therefore issue bankers’ 
pa5Tnents drawn on their Head Office, and an account is 
kept at Head Office to balance the bankers’ payments that 
are subsequently presented through the clearing, against 
the amounts credited Head Office by the branches that have 
issued them. The only exception to this rule is the case 
of the Foreign and other large Town Clearing branches who 
issue payments on themselves which are not paid through 
Head Office. When a foreign bank in a foreign country 
sells a sterling cable transfer on its London agent, it instructs 
its London agent, say the Foreign branch of one of the 
'' big five,” to pay the amount over to some other bank 
in London -for account of the foreign bank that has bought 
the telegraphic transfers. As most of the London banks 
organize their foreign exchange branches as institutions 
quite apart from their Head Offices, it i§ usual for the 
Foreign Exchange branches to issue their bankers’ payments 
drawn on themselves and they keep in the book-keeping 
system a Bankers’ Payment Account, which is distinct 
from the Bankers’ Payment Account credited by other 
branches for payments they issue drawn on Head Office. 

To illustrate the working of the Bankers’ Payment 
Account, suppose our fictitious friend. Miss F. Livick, wires 
the Bath branch to pay £1,000 from her account to the 
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account of her brother, Mr. Henry Livick, at the National 
Provincial Bank, Bath. Bath branch of the A. B. C. 
Bank debits the account of Miss F. Livick, £1,000 ; 
credits Head Office, £i,oqp, on account of bankers' 
payments ; and issues a payment as shown on page 226 
to the National Provincial Bank, Bath. 

The National Provincial Bank, Bath, credits the account 
of Mr. Henry Livick, £1,000, and sends the payment in 
its Town Charge to its Head Office, Bishopsgate, which 
presents the cheque through the Town Clearing to the 
Head Office of the A. B. C. Bank. At the Head Office of 
the A. B. C. Bank the pa5nnent is received with others in 
the clearing and passed to the clerk in charge of the 
bankers' payments, who sees that the payment is in order, 
properly dated and discharged, and then cancels it. When 
Bath branch issues the payment it enters its details on a 
Credit Bankers Payments Sheet as follows — 


A. B. C. BANK LIMITED. 


.60 Harvey Street, BazJA.... Branch. 


10th June, I 9 ».> 

To Head Office, 

We have to-day credited you oja “ Bankers' Payments " 
with the total of the following list of Payments issued by 
this Branch to-day. 


John Doe, 

Manager. 


Bank. 

Amount. 

When 
Paid by 
H.O. 

Bank. 

Amount. 

When 
Paid by 
H.O. 






Forward 





Nat. Prov. 
Bath 

1000 



12/6/2- 











Total £ 
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The Credit Sheets are received from the branches about 
a day before the corresponding payments are presented 
through the clearing. The clerk in charge of the bankers' 
pa5nnents has, therefore, to^sort the payments into order 
of branches and tick them up against the corresponding 
credit advice sheets. The amount of the payments plus 
the amounts outstanding on the sheets should balance 
against the amounts advised as credited by the branches 
(this amount is taken from the States Department and 
agreed by machining the credit advice sheets), plus pay- 
ments outstanding for which no advice has been received, 
plus and minus adjustments on account of errors. The 
Bankers' Payments Account is as shown on page 228. 

The trial and agreement of the account would be made 
out as follows — 

BANKERS’ PAYMENTS TRIAL 


Tuesday, 2ist August, 19 

Payments— 



1 

s. 

d. 

Balance of Ledger 

£ \ 

1 

d. 





(20th Aug.) . . < 104,194,199 6 10 








< 104,052,454 18 - 




Fa3niients Cancelled 

590,038 

II 

6 


141,744 

8 

10 

Outstanders . 

10,585 

14 

I 





Famngdon Street . 

2 


- 

1 Forward Dated 

45 * 5.019 

- 

8 

I 




No Advice 

6,^57 

10 

5 





[ Braintree 

5 

5 






Chertsev 



8 

1 

£600,626 

5 

7 


£600,626 

5 

7 


The Agents’ Ledgers. 

In the days when banks were numerous and few had 
branches in every part of the country as they now have, 
nearly every article that could not be collected through 
the Clearing House had to be sent to an agent for collection. 
Nowadays nearly aU the clearing banks have branches 
throughout the country, so that when an article cannot be 
sent through the clearing, it can nearly always be sent to 
a branch somewhere in the neighbourhood for collection. 
This is true, however, only of towns in England. Cheques 
and bills drawn on towns in Scotland and Ireland have 
stiU to be collected through agents in the various districts. 
Although several of the members of the '^big five " have 



230 


ENGLISH BANKING METHODS 


Scotch and Irish banks affiliated to them, which they use as 
collecting agents as far as possible, affiliations are treated 
for book-keeping purposes as agents, and settlement made 
by debit and credit to accountsjn the names of the affiliations 
in their Agents' Ledgers. 

If one reads the older treatises on banking written by 
Gilbart or Rae, one cannot help noticing the emphasis 
laid on the necessity of a bank using only trustworthy 
agents, the desirability of building up a good agency service* 
with country banks, etc. Nowadays the smaller country 
banks which used the London banks as their clearing and 
collecting agents, have nearly all been swallowed up in 
amalgamations, and for this reason the agency business 
has not the significance it once had for a London bank. 
Nevertheless agents are still used for carrying out the 
following type of transactions — 

(1) Special presentations of cheques. A customer asks 
that a cheque shall be specially presented. Suppose the 
bank has no branch in the town on which the cheque is 
drawn. The cheque is sent to some agent in the town, if 
the drawee bank is not an agent. The agent is debited by 
an entry advised to Head Office to debit Agents' Account, 
and the agent gives credit for the proceeds by crediting 
the account in its books. If an agent is available the cheque 
is sent to the nearest bank and settled by debit to Head 
Office Suspense Account. (See page 236.) 

(2) Bills drawn on country towns must not he sent through 
the Clearing House. They are sent to branches in the 
towns on which they are drawn if the bank has branches, 
or to agents for collection. 

(3) Similarly bills drawn on private addresses in country 
towns are sent to the nearest hrancK or agent for collection. 
The agent bank is debited with the face amount and it 
gives credit by crediting the account in its books. Any 
costs such as porterage are subsequently passed to the 
debit of the customer's account and separately credited 
to the agent. 
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(4) “ Customers' Lodgments " as they are called. Many 
companies have multiple shops in towns all over the 
kingdom. The usual arrangement with the bank where 
the parent office of the company has its account is that 
all the shops and selling agencies shall be able to pay in 
money or be paid money by the parent office through the 
bank where it keeps its account. Wherever the company 
has a shop in a town where the bank has a branch there is 
no difficulty in arranging that the branch shall bank any 
money on behalf of the manager of the shop. The case, 
however, is different where the company has shops in 
Scotland or Ireland or country towns in England where 
the bank has no branches. Arrangements are then made 
for those shops to pay in their money to the branch of some 
agent bank in the same town and the agent bank credits 
the other bank through Agents’ Account. If the amounts 
received are very large, it may be worth while to make a 
special arrangement on behalf of the one concern. Usually 
credits are received free of charge and advised direct the 
same night to the branch of the bank where the customer’s 
account is kept. The amount of uncleared cheques must 
always be stated in the advice. If Scotch and Irish cheques 
be included in such credits, the commission chargeable 
thereon must be paid at the time by the person paying in. 
In the event of any cheques being unpaid, they must be 
sent direct to the branch of the bank on whose account they 
were received, the particular credit of which they form a 
part being specified. 

(5) '' Orders to fay cheques." It sometimes happens 
that a customer of a bank goes away to live for a time in a 
town where the bank has no branch. In order to allow 
him the facility of cashing cheques over the counter, his 
bank will make arrangements to pay his cheques up to a 
certain limit as set out in the credit opened with an agent 
on his account. The customer as before draws his cheques 
on the branch where he has his account and the agent 
bank pays them. In the past some serious frauds have 

16 — ( 1926 ) 



232 


ENGLISH BANKING METHODS 


occurred by persons outside the bank conspiring with 
clerks in the service of a bank to open unauthorized credits. 
The opening of credits is now carefully scrutinized by 
Head Office, and the rule is ^forced that all credits must 
be arranged through Head Office and all credits opened 
by agents must be referred to Head Office for confirmation. 
No charge is made to persons for cashing cheques drawn 
on credits opened on behalf of agents. When the cheques 
are paid, the paying bank may reimburse itself if they are 
for a small amount, say, up to £20, by sending them marked 

Paid by Order '' with other remittances through the 
clearing. If the cheques paid under the credits are for 
large amounts they are sent direct to the bank on which 
they are drawn and debited to the Agency Account, the 
entry being described on the Debit Advice Sheet as “ Paid 
Cheque^' (P./C.). 

WTiere banks have a mutual arrangement to act for 
each other without making charges or allowing interest, 
reimbursement is effected by sending a bankers' payment 
direct to the branch concerned, and the transaction does 
not affect the agency accounts in any way. 

(6) Drafts. Since the extension of the branch system, it 
is unusual for a London bank to draw drafts on a country 
agent. If a customer wants a bankers' draft, a branch 
issues in exchange for his cheque a draft drawn on its 
London Head Office, and the payee can cash it at any 
branch or pay it into his account at any bank. English 
banks still issue drafts on Scotch and Irish agents and vice 
versa, and there are still some country banks which have 
no Head Offices in London and must draw on their London 
agents when their customers want a draft on London. 

(7) As has been pre\’iously explained (see page 124), 
cheques dravTi on Scotch and Irish banks and banks in the 
Channel Islands and Isle of Man are normally collected 
through a clearing known as the “Agents' Clearing." 
The totals of what have been debited to Head Office by the 
branches under the heading of “ Agents’ Clearing " in their 



DEPARTMENTS OF HEAD OFFICE 


233 


states is agreed in the Agents' Clearing — ^which is a separate 
department distinct from the Agents' Ledgers — against the 
totals of the cheques that are sent to the various agents 
for collection. The totals €>f what have been sent to the 
various agents are debited by the Agents’ Clearing Depart- 
ment to the respective Agents’ Accounts in the Agents’ 
Ledgers, and the agents give credit by passing a credit 
for the totals of these remittances received by them. If 
there are any returned items, they are debited back 
separately. 

The Agents’ Accounts. An Enghsh bank usually 
charges |th per cent for collecting Scotch and Irish cheques. 
If the cheques can be sent to a Scotch or Irish affiliation 
(which usually makes no charge) no charge is made to the 
customer. The |th commission is claimed to cover the 
charge which the agent banks frequently make for collect- 
ing the item and also to cover the interest lost on the 
amount during the time the cheque is in the post. This 
|-th commission is the nearest approach to an exchange 
charge made for collecting cheques that we have in England 
although such charges are common in America and many 
other countries. The rules for keeping each account with 
the agents vary according to the individual arrangement 
that the management have made with it in the past. 
The standing agreement made with agent banks frequently 
remains unchanged for a considerable time. Each account 
is kept in a separate ledger, and a summary of the terms 
governing it is set out on the front page as shown on 
page 234. 

Every branch sends to Head Office each day a list of 
agents it has debited and agents it has credited in totals on 
its state. The clerks in the Agents’ Ledgers Departments 
first pick out these items on a dissecting sheet under the 
name of each agent. The Agents’ Accounts are then 
written up by postings made from the dissecting sheet. 
There is no remarkable feature about the form of account 
kept save that debits and credits are both analysed into 
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items passed on behalf of customers’ transactions and 
entries made to record transactio®s solely affecting the 
bank. The account is ruled as illustrated on page 235. 

• 

X.Y.Z. BANK, DUBLIN, IRELAND. 


Interest: London Deposit Rate. 25/2/19 

Commission 

Remittances: i/-% on either side except payments. 

Drafts: i/-% on balance of drafts allowed. 

Cheques 

Statement rendered: We send on Wednesdays. 

Balance paid over: Balance paid over on Fridays. 

Agents: Union and Smiths. 

General Instructions. They asked for statement of com- 
mission to he sent each half year. (Their memo., 31/1/ — and 
31/1/— .) U.S. Express Co. Travellers’ Cheques and M.O.'s to be 
cashed by their branches. Commission i / 1 oth per cent, minimum 
3(1., to be indicated by slip attached to paid cheque and credited 
at once. 

Customers’ lodgments, i/- per cent. 

Paid cheques, Free. 


The agent keeps an account in exactly the same form 
save that the debit and credit items are naturally reversed 
in its books. Once a month, or whatever the arrangement 
is with the agent bank, a statement of the account is copied 
out of the ledger and sent it. On receipt of a statement the 
items are marked up and the balance agreed. If there are 
any discrepancies — these are mostly due to payments 
being made or remittances being sent without advising 
Head Office—they are investigated and if the amounts 
involved are large, interest is accordingly adjusted. 
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The Head Office Suspense Account. 

So far it has been explained how one branch — 

{a) Gives credit to another branch by Branch Advice. 
{b) Debits another branch by Remittances and Sundries, 
(c) Gives credit to another bank by sending it a Bankers' 
Payment. 

{d) Gives credit and debits another bank which is an 
agent by debit or credit to its account in the Agents’ 
Ledgers. 

There still remains, however, the case where a remittance 
is sent to another bank and credit has to be obtained from 
it, the other not being an agent. These classes of transac- 
tions are settled by debit or credit to what is known as 
Head Office Suspense Account.” 

There are three classes of transactions handled by debit 
and credit to the Head Office Suspense Account — 

(i) A branch sends a bill or some other article for 
collection to a bank which is not an agent. The customer 
who has paid it in is credited and the amount is debited 
to Head Office Suspense Accoimt. The bank which 
collects the item does not send a bankers' payment to the 
individual branch but to its Head Office. Head Office 
sends the pa^-nnent through the clearing and wipes out the 
entry in the Suspense Account by crediting it. As would 
be expected, the largest number of such transactions are 
passed by the Head Office Bill Office. Every day, besides 
the bills which are sent through the clearings, there are a 
number of others payable at country banks which are not 
agents or at private addresses in towns where there are no 
agents for collection. These are debited to Head Office 
Suspense Account. The non-agent banks frequently make 
a commission charge for collecting such bills which they 
deduct from the proceeds and send a payment for the net 
amount. The clerk in charge of the Head Office Suspense 
Account has therefore to debit commission with the 
difference before he can credit Head Office Suspense 
Account with the full amount that has been debited. 
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(2) The second class of case is where a bank sends to 
Head Office a Bankers’ Payments for credit of a customer 
at one of its branches. The clerk in charge of the Head 
Office Suspense Account has to credit the Suspense Account 
and debit clearings with the amount of the payment. He 
sends to the branch an advice worded as follows — 


A. B. C. BANK LIMITED. 

r elegraphic A ddress ; Tjp . p. TTTTTr TT * 

“ KARNOS, STOCK, LONDON/’ XJXrXKjSl. . 

77 Lombard Street, 

London, E.C.2 192. . 

To Appleton Branch. 

H. 0 . SUSPENSE ACCOUNT. 


We beg to inform you that the undermentioned amounts 
have been received by us, and have been credited to the 
above account. If you have not already done so, please 
debit in the H. 0 . Suspense section of your Daily State. 


Received. 

For Account of. 

Amount. 

Bank of New South 

John R. Doe 

48 

II 

6 

Wales 






The branch credits the customer and debits Head Office 
Suspense Account in its daily state. 

(3) In many provincial towns it is the practice to settle 
local clearing balances not by Bankers’ Payment but by 
giving credit through Head Offices. If branch A of X bank 
is due to receive from branch B of Y bank, branch A debits 
its Head Office Suspense Account, and the Head Office of 
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Bank Y sends Head Office of bank X a Banker’s Payment 
which is passed through the clearing and credited to the 
bank X’s Head Office Suspense Account. 

The Head Office Suspense Account kept in the Head 
Office ledgers is very similar to the other wash ” accounts 
used to balance transactions between branches. On the 
one side are credited in totals the bankers’ payments 
received from other banks and any commission charges 
by them. On the other appear the totals of the debits 
passed by branches in their states. The difference, usually 
a credit balance, represents payments that have been 
received by the Head Office Suspense and cleared but 
which have not yet been responded to by branches because 
they have not yet received the advices. 

The Head Office States Department. 

The remittances received by a branch from Head Office, 
Town In-clearing, etc., and the remittances. Town Out- 
clearing, etc., sent by a branch to Head Office have been 
already explained in detail. Every branch keeps a Head 
Office account which is debited and credited with the totals 
of remittances for the day. At the end of the day the total 
of what it has debited and credited Head Office in the 
Head Office ledger is proved by taking out a trial balance 
in the form of a statement^ which is in a standardized form 
set out as shown on page 239. 

The statement is written up from the point of view of 
Head Office, that is to say, the remittances received from 
Head Office appear on the debit side and clearing charges 
sent to Head Office appear on the credit side. 

The statement sent up by a Town Clearing branch is 
rather fuller than the statement sent by a Country Clearing 
branch because in the former case two sets of remittances 
are sent to and received by Head Office every day while a 
Country branch sends only one. 

1 This is what the department of an American bank would call 
its “ Proof Sheet/'' 



Dr Dulwich BRANCH, in A/c with the Head Office, London, ^xst Augtxst 19 Cr. 
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Every morning a thousand or more statements are 
received in Head Ofhce which have been sent by the 
branches by post the previous evening. Since the figures 
on either side of the statement may be adjusted owing to 
errors in hsting, etc., being found in the work, it is evident 
that before the figures can be included in the Head Office 
books, the statements must be first balanced to make sure 
that no branch has made an error in making out its 
statement. The balancing of the statements is done by a 
department known as the “ Head Office States.” Some of 
the items appearing in the statements are independently 
checked by the Country, Metropohtan, Walks, Town, etc., 
making a fist of the charges received from branches which 
totals should agree with the totals charged for these 
remittances by the branches. 

In order to simplify the work of balancing, the states 
are sorted out into sections of branches, and the amounts 
credited by the clearing departments for remittances from 
the branches and amounts debited by in-clearing depart- 
ments for charges sent to branches are agreed with the 
figures claimed by the branches on their states. If a 
difference is discovered the branch is written to and the 
error is adjusted the next day by red ink adjustment.” 
In this fashion the states are balanced by sections. Bank 
of England, Clearing-in, etc., by going through the states 
and picking out the figures for each account on an adding 
machine. The total of the balances due to Head Offices, 
less the total due by Head Office, should equal the difference 
obtained when the totals of the items on the one side of the 
statements are set against the totals appearing on the other. 
Vouchers are then made out for the total of the various 
items and passed to the Head Office Day Book department 
where they are entered in the corresponding accounts. 

The Head Office Day Book. It is obvious that a 
set of ledgers must be kept to record and agree the amoimts 
claimed and allowed by branches on account of the credits 
they are due to receive from and pay Head Office. As has 
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been previously explained, accounts are kept for Country 
Clearing, Walks, Cash Remittances, Remittances and 
Sundries, etc., which are written up in totals from the 
amounts claimed by branches on their states. Each of 
these accounts is separately Sgreed, as we have seen, by 
a staff of clerks marking up the individual items responded 
to by branches and taking out a list of outstanders. The 
total of balances due to Head Office is debited to an 
account called “ Branches Account '' and the total due by 
Head Office credited. There are a number of smaller 
entries due to mistakes being found and adjusted by red 
ink entry. These Head Office Day Book accounts are then 
agreed by taking out a trial balance. Although the 
figures entered in these accounts for all the branches 
combined are enormous, as we have seen, each account is 
balanced independently and each account balanced by 
sections of branches. The task of agreeing the Head 
Office Day Book accounts is, therefore, very much simplified 
and is not so complicated as one would expect having 
regard to the number of branches and the possibihties of 
error being made by any one of them which, in the ordinary 
way, would throw out the balance. 



CHAPTER VIII 

THE STOCK OFFICE 

The principal work of the Stock Office consists in acting 
as an agent for customers of branches in the sale and 
purchase of stocks and shares through stockbrokers for 
their account. There is one peculiarity in the way such 
business is handled by an English bank, namely, that in 
every case a stockbroker is employed who again gets his 
price from a jobber on the stock exchange. There is no 
“ over the counter business such as is carried out in the 
bond trading department of an American bank, and in no 
case is a bank interested in the price at which the stock- 
broker effects the sale or purchase for the customer. In 
America many banks may be the recognized shop for a 
certain stock of which they have taken up portions as 
members of the s^mdicate formed to make the issue. 
Again, an American bank is constantly making purchases 
of stock of various kinds in which it invests funds on behalf 
of its personal trust department. It frequently pairs off 
transactions one against another, and the transaction 
may never be put through a stockbroker at all. In con- 
trast to this an English bank passes every transaction 
through the hands of a broker and bank and broker share 
between them the |th per cent or whatever commission is 
charged. The advantages and disadvantages of issuing 
securities through syndicates formed to underwrite them 
have already been mentioned. By pairing off purchases 
and sales of customers, brokers' commissions can thereby 
be saved, but it has the disadvantage that a customer of 
an American bank may not always believe that a bank 
has the same inducements as an English bank to get the 
best price for him. The customer of an English bank who 
instructs a bank to sell :^5oo War Loan '' at best " knows 
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that the bank will get only half share of the commission 
on the nominal value, £500, and the stockbroker will get 
a rate from a jobber in the market open to buy or sell. 
Therefore whatever the price is, it is the actual price at the 
moment. The customer may be apt at times to think that 
the stockbroker employed by the bank acted inopportunely 
in buying or selling at the particular time, but he must be 
prepared to admit that neither bank nor broker has any 
advantage to gain by overcharging him. 

The Market Dealt In. 

There is no space in a book on general banking to give 
a full account of the constitution and working of the 
London Stock Exchange. One cannot do more than men- 
tion its main features and the way in which banks are 
affected by its method of doing business. 

The bourses in many continental towns are owned by 
the government or the municipality, and the government 
may lay down regulations as to how its business shall be 
conducted. In addition to buying and selling stocks and 
shares, most continental bourses are a market for foreign 
exchange. In New York there are three stock exchanges, 
the New York, the New Y’^ork Consolidated, and the Curb 
Market. In London there is only one, and although 
stock exchanges exist in several large provincial towns for 
buying and selling industrial shares of local industries, the 
bulk of the business in the public loans and international 
securities is transacted on the London Stock Exchange. 

The London Stock Exchange is nothing more or less 
than a club. The Stock Exchange building is owned by 
the members who are the shareholders, but under a trust 
deed of 1876 the property is vested in the managers who 
are elected by the members who in 1924 numbered 3,895. 
The property is divided into 20,000 shares of £12 each, and 
in addition there are £45^000 in debentures. The govern- 
ment of the House and the making of new rules governing 
the conduct of business rests with the Committee for General 
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Purposes consisting of thirty members, who, to be eligible, 
must have been members for five years and who are elected 
by the other members to hold office for twelve months . The 
Committee for General Purposes regulates the transaction 
of business and makes rules and regulations not inconsistent 
with the provisions of the Deed of Settlement, respecting the 
manner of their own election and the admission, expulsion, 
and suspension of members and their clerks. The Com- 
mittee for General Purposes appoints the Secretary who 
must also be a member, and the scrutineers of elections. 
The Committee ordinarily meets every Monday, but special 
meetings may be called by the Chairman and Deputy 
Chairman. The decisions of the Committee are absolutely 
final and it may expel or suspend any member who violates 
any of the rules or regulations, or fails to comply with the 
Committee's decisions, or is guilty of dishonourable or 
disgraceful conduct. It is a hard and fast rule that mem- 
bers of the Stock Exchange shall not take action against 
other members in respect of contracts made in the House. 
This is not a rule to which a court of law would pay any 
attention, but at the same time the Committee having the 
power of expulsion can practically compel aU members to 
submit their disputes to themselves. They have no power 
over non-members, but many non-members prefer to 
submit disputes to the Committee's speedy arbitration than 
to a court of law which understands little about the custom 
and practice of dealers. A great deal can be said in favour 
of using the Committee as a court of arbitration. Its 
decisions are speedy and the costs very small but it has 
the disadvantage that decisions, not being reported, are 
no guide to future litigants and are in no sense precedents 
binding on future members of the Committee called upon 
to arbitrate on precisely similar cases. It does not tend 
to lessen the number of disputes because members are 
not aware what decisions have previously been given 
covering the same point. 

The rules governing nomination for membership vary 
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according to whether the candidate is a stranger to the 
House or a clerk who has served at least three years in the 
House. The rules are not quite so strict in the case of the 
latter, as the intention of th^ Committee has always been 
to encourage clerks to become members rather than 
outsiders. A stranger has to find three members qualified 
to act as recommenders willing to go surety for £500 each 
for four years. A clerk is required to find only two members 
willing to go surety for £^00 each. A foreigner is ineligible 
unless he has been naturalized two years and resident in the 
country seven years. Since the War special rules were 
passed which prohibit enemy aliens from ever becoming 
members. A member is not allowed to be a member of any 
other stock exchange or carry on any other business than 
stockbroking, nor is his wife allowed to carry on any 
business. Membership is personal, and a company cannot 
become a member nor can its officers become members. 
Since 1904 every applicant on becoming a member must 
acquire three shares in the building if he is admitted by 
three sureties or one share if he is admitted with two 
sureties. 

Partnerships with non-members are prohibited, and no 
member is allowed to enter into partnership with any 
member, while he is still guaranteed by his sureties, with- 
out their previous permission. Members are allowed to em- 
ploy clerks having admission to the House on a scale paid 
by the Committee which permits as a maximum in the case 
of an individual member one authorized, two unauthorized, 
and two settling room clerks, and two authorized, three un- 
authorized and four settling room clerks in the case of a 
partnership- An authorized clerk is one who has the 
authority of the firm to transact business for its account 
and whose name has been registered by the firm and accepted 
by the Committee. Provided the authorized clerk acts 
according to the rules of the Committee governing business 
entered into by authorized clerks, his principal or firm is 
liable for his contracts in the same as if they had been made 
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by a member. Settling clerks are clerks employed in the 
settling room in the basement of the House and are dis- 
tinguished from authorized clerks by wearing a red badge 
in their button holes. Some clerks who are unauthorized 
and are not employed in the settling room are also allowed 
admittance to the House, and to distinguish them from 
authorized clerks and members wear a blue badge. No 
stranger is ever allowed admittance, and if any visitor 
through ignorance wanders into the House he stands a 
good chance of being very summarily turned out. 

Brokers and Jobbers. 

Every candidate on being nominated for membership 
has to state to the Committee whether he proposes to 
transact business as a broker or a jobber. A stockbroker 
is one who acts as an agent for a person not a member to 
buy or sell shares on his behalf in the House. A stock- 
broker receives his remuneration by charging a percentage 
commission on the nominal amount of stock and bonds, or 
a rate of commission var3dng with the price of shares sold. 
A jobber is a dealer who buys and sells in the market, and 
by the rules of the Stock Exchange is not allowed to have 
any dealings with the outside public. The jobber quotes 
two prices, the lower at which he will buy and the higher 
at which he will sell. As every jobber aims at covering 
every purchase by a sale and every sale by a purchase, one 
may say that he makes his profit by the turn in the prices. 
It must be emphasized that this division between jobbers 
and brokers is a hard and fast division which is peculiar to 
the London Stock Exchange. Although dealers on the 
New \ ork Stock Exchanges tend to limit their business to 
dealing either in the market or with the general public, 
and there is a type of dealer known as the “ specialist ''who 
has very few dealiitgs with the outside public, there is 
nothing to prevent any member taking orders directly 
from the outside public if he thinks fit. During the Kaffir 
boom some thirteen years ago, and during the rubber boom 
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of 1909, certain jobbers on the London Stock Exchange 
approached company promoters to sell new issues to the 
public directly, but the practice was discountenanced and 
has now been specifically Jjprbidden by the Committee 
under penalty of expulsion. 

The Way in which Business is Conducted. 

When a customer wishes to buy or sell stock or shares 
he usually first approaches the manager of the branch 
where he keeps his account. If he is not well acquainted 
with the stock markets, he may ask the manager to write 
to the Stock Office in London to get a broker's opinion 
upon what shares are suitable for investment purposes. 
The bank is careful never to advise the customer itself and 
takes no responsibility for the broker's opinion which it 
passes on to him. The customer having made up his mind 
to buy or sell certain shares, instructs the manager to give 
the necessary orders. Sometimes a customer, instead of 
instructing the bank to buy or sell so much stock, will 
order the bank to invest so much of his money in certain 
shares or, alternately, to sell so much of his stock to realize 
a certain amount including all charges. Most customers 
are content to have their orders executed at the best 
price obtainable by the bank's brokers but others who are 
closely watching prices will stipulate that the shares shall 
not be bought above a certain price or not sold below 
a certain price. If the broker caimot execute the order 
within these limits, he is instructed to retain the order 
for an indefinite period until the order is cancelled, the 
limit removed or the price so alters that the broker is 
able to effect it. In this way, besides the orders received 
and executed day by day in the Stock Office, there are a 
number of standing orders carried forward from day to 
day which may be executed or finally cancelled many 
months after they were given. If the customer wishes to 
take advantage of some temporary fluctuation, the order 
to buy or sell is sent by telegram and subsequently 

17 — ( 1926 ^ 
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confirmed by letter. The majority of orders are, however, 
for small amounts, and the form ordinarily used is given 
on page 249. 

Every morning some hundreds of orders to buy and sell 
various kinds of stocks and shares are received in the 
Stock Office and handed over to the dealers who straight- 
away give instructions by telephone to the various brokers. 

Formerly a large bank did not employ regularly more 
than thirty or forty brokers, but since the agitation in the 
Stock Exchange against the payment of half commission 
to banks, the number is tending to increase, and it is now 
usual to find that a big bank employs a hundred or more 
London brokers and twenty or thirty more country 
brokers. Some of these get a large amount of business : 
others only occasional orders for dealings in shares not 
commonly dealt in but of which they make a speciality. 
At the same time that the dealers telephone the instructions 
to the brokers, they initial on the orders the names of the 
brokers who are effecting them, and give each order a 
serial number under which it is recorded in the account 
of the particular broker. The telephone instructions to 
the broker are confirmed by sending him the lower half of 
the order, and, for the convenience of the bank in tracing 
orders, he records the transaction under the same serial 
number. 

The orders are then entered on sheets, one for each 
broker, as shown on page 250. 

The amount of the contract and commission are filled 
in later from the contract notes when they are received in 
the afternoon from the brokers. 

The work of recording the transactions, crediting brokers 
for purchases, and crediting branch for sales is arranged 
by “ sections,"' one clerk taking charge of a dozen or more 
brokers and having nothing to do with any others. A 
ledger is run in the name of each broker in which the details 
of each order are recorded under its serial number as 
shown on page 251. 



A. B. C. BANK, LIMITED. 

Perfect Square Branch. 

2xst March, 19. . 

The Stock Office, ^ Confirmation ” must he plainly 

HEAD OFFICE. written across Orders previously 

given hy wire or *phone. 

Dear Sirs, — 

Please buy the Securities mentioned below on account 

of our client (full name) Hugh MacDermott 

of 224 Grosvenor Avenue, Kingston and debit 

the cost to this Branch. 


Yours faithfully, 

A. Blank Manager. 


Amount of Stock 
or No. of Shares. 

Full Particulars of Stock or Shares. 

j Limit. 

500 

R\G. 12345 

Meirop. Dist. Ordy. 

53J 

The Order and full particulars to be repeated on the perforated 
slip below. 

A. B. C. BANK, LIMITED. 



...Perfect Square Branch. 


Buy — 

'^ist March, 

....19. . 

Amount of Stock 
or No. of Shares. 

Full Particulars of Stock or Shares. 

Limit. 

500 

R.G. 12345 

Metrop. Dist. Ordy. 

53 i 


Name (in full) Hugh MacDermott 

Address 224 Grosvenor Avenue, Kingston 

Description retired Captain, R. A 


Name (in full) Hugh MacDermott 

Address 224 Grosvenor Avenue, Kingston 

Description retired Captain, R. A 


^49 
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RED & GREEN (Ledger) 


Broker's No. 

Details of Stock or Shares. 

Amount. 

Settlement. 

12345 

Buy 500 Met. J)ist. Rly. 
Ordy. at about 53 J 

Bought at 53i 

£ 

270 

S. 

10 

d. 

3 A^r.,i9_ . 

Perfect Square 

21 Mch., 19 

A jc Hugh MacDermott 





12346 

Buy 100 Dorman Long 5j-% 
Def. Ordy. at about 10 ij 
Bought at loi 

103 

8 

6 

S Apr. ,ig.. 

Perfect Square 

21 Mch., 19 _ 

A jc Hugh MacDermott 


1 



12348 

Sell £500 South African 4% 
1943-63 

Sold at 87! 

436 

16 

6 


60 Triangle St. 
21 Mch., 19 

Ajc Charles Price 






As soon as an order has been received over the telephone 
in the broker’s office, a member of the firm or an authorized 
clerk goes on to the Stock Exchange and endeavours to 
get into touch with a jobber who deals in the stock and is 
willing^ to quote a price. The jobbers who constitute the 
various markets in bank shares, oils, rubbers, etc., usually 
congregate near the same pillar inside the Stock Exchange, 
and for any of the stocks ordinarily dealt in there is usually 
no difficulty in effecting a bargain. Where there is a limited 
market it may be the case that there is none of the stock 
on the market, and the transaction has to be left over 
for several days until a purchaser or seller, as the case may 
be, can be found. If the broker finds that the first jobber 
approached is unwiUing to quote a fine enough price, he 
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may go to several others until he gets a quotation which 
he considers is the best and is within the limits set, if any, 
by the customer. The price having been accepted the 
broker declares himself a buyer or seller of so many shares 
by merely remarking, “ I buy from you,'’ or '' I sell you " 
so many shares at such and such a price and the particulars 
of the bargain are booked up by the broker and jobber in 
their note-books. 

Banks, in order to protect themselves from criticism 
from their customers, insist that all bargains shall be 

marked." That is to say, the broker fills in a form giving 
particulars of the transaction and hands it to the clerk of 
the house in charge of the marking board. The clerk 
marks the price and it is quoted in the Official List the 
following day. If the amount of stock sold is large, the 
fact is noted in the Official List by a double dagger being 
printed against the quotation. The interests of the 
customer are not absolutely safeguarded in this way 
because the price he sees in the Official List may be the 
solitary one relating to his own transaction, but if the 
price marked is outside the current quotation, other mem- 
bers of the Stock Exchange may lodge an objection and 
have the marking struck out. 

On returning from the House, the broker hands his note- 
book to one of his clerks who copies out the particulars of 
the transactions in a Day Book provided with additional 
columns for the calculation of brokerage. The following 
day the clerks of the jobber and broker meet in the settling 
room in the basement of the Stock Exchange and call over 
the particulars of the transactions. Each broker keeps a 
record of each transaction he has carried out for the bank, 
indexed under the serial number given it by the bank. 
On the day the transaction is effected, the broker sends the 
bank a contract note showing the particulars as shown on 
page 253. 

The Act for the Prevention of Corruption, 1906, contains 
a provision that any person knowingly giving any agent, 



Folkestone. 



Members of the Stock Exchange, London. 




254 


ENGLISH BANKING METHODS 


or any agent giving his principal any receipt, account or 
other document in respect of which the principal is inter- 
ested and which contains any statement which is false or 
erroneous or defective in any material particular may be 
found guilty of a misdemeanour and the contract becomes 
voidable. For this reason most banks which share half 
the commission with brokers, either insist that the brokers 
shall make a disclosure of the fact that the bank is being 
paid half the commission, or else they send the customer a 
copy of the contract note containing these particulars. 

The contract notes are delivered to the bank from about 
three to five in the afternoon. The total and commission 
are entered against the particulars shown on the contract 
sheets {see page 250), and they are forwarded the same 
evening to the various branches that have given the orders. 
Bargains may be for cash or for settlement. If they are 
for the settlement, the bargain remains undisturbed in the 
books of the broker and jobber until the next settlement 
falls due. Ordinary settlement days fall due about once 
a fortnight and are previously fixed by the Committee for 
General Purposes. The majority of customers who buy 
and sell stocks through a bank are genuine investors, 
and when the settlement day comes round they are ready 
to pay for the stock they have bought or make delivery 
of the stock they have sold. Banks wiU not undertake 
what are obviously speculative transactions, and, as a 
matter of fact, a speculator having to keep in close touch 
with the market, prefers to carry out his transactions direct 
through a broker. 

If a purchaser does not want to take up the shares he has 
bought or a seller does not want to make delivery of shares 
he has sold, brokers and jobbers will nearly always make 
arrangement for him to carry over to the next settlement 
day by the machinery of what is called “ contango '' and 

backw’'ardation.'' When contango day arrives, which is 
the first day of the settlement, persons who have entered 
into contracts with brokers previously decide whether they 
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wish to settle them or carry over to the next account. If 
a purchaser decides that he will not take delivery and pay 
for what he has bought he informs his broker and the 
broker arranges with the jobber to postpone the settlement 
until the next settling day.* At noon on contago day an 
official of the House fixes what is called a “ making>up 
price/' and the purchaser owes or is due to receive the 
difference between this price and the price at which he 
originally bought the shares. But the jobber who has 
bought the shares from someone else has to take delivery 
and make payment on settling day. He has, therefore, 
to borrow money from a bank until next settlement day 
and is entitled to charge the interest lost to the broker who 
again transfers the charge to the purchaser. A large 
jobber can usually borrow from a bank money at short 
notice against deposit of the shares at a much lower rate 
than can a private person such as the purchaser. The jobber 
borrows at one rate and charges interest at a slightly 
higher. Thus the contango rate as it is called is decided 
by the rate for money at short notice and the number of 
bulls in the market. If a seller does not wish to deliver 
shares he has sold, the procedure is the reverse. The 
seller is due to pay or receive from the broker the difference 
between the making-up price and the price at which he sold, 
and the jobber has to borrow the shares. The only person 
likely to be able to lend shares are bull purchasers who 
have made arrangements through their brokers not to take 
delivery, but to carry on their purchases to the next 
account. If there are more sellers carrjdng the contracts 
forward than purchasers — that is to say, the bears outnum- 
ber the bulls — there are not sufficient shares to go round, and 
instead of the bulls pa5dng a contango rate of interest for 
money borrowed to carry forward their contracts, they 
receive a rate of interest known as '' backwardation " for 
the loan of their shares. It will be seen that although 
arrangements are made to carry forward contracts, a 
contract on the Stock Exchange is never a contract for the 
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payment of a difference, but is a real transaction for cash 
or for a day named contemplating the actual transfer or 
delivery of the stocks, etc., and this transfer and delivery 
can only be rendered unnecessary by a new and equally 
real bargain on the one hand f o accept and pay for on the 
same day, and on the other part to transfer or deliver an 
equivalent amount of the same stock."'^ 

The settlement of transactions having been arranged on 
contango day, the following day, known as “ ticket day,"' the 
broker, who has originally bought stocks, fills in a ticket 
with the name of the purchaser and the amount of the 
purchase price to be entered on the transfer deed which 
must be signed, witnessed and dehvered by the seller. 
The jobber who has sold the stock has meantime covered 
himself in the market, and the stock may have been sold 
many times in the market before it is paired up with a 
client who has sold stock. The ticket is passed through 
the books of the various middlemen until it is finally lodged 
in the hands of a selling broker, who makes out a transfer 
deed from the particulars given on the ticket and sends 
it to his client for whom he has effected the order of sale. 
On the third day, known as “ settlement day,'" the brokers 
and jobbers hand over their own cheques for what is due to 
one another for contracts entered into on behalf of their 
customers. The cheques are drawn on banks in the Town 
Clearing and therefore the work of the Bankers' Clearing 
House on settlement day is extraordinarily heavy, and to 
cope with it the management of the Bankers' Clearing 
House usually allow extra time. 

The Transfer of Securities* 

The method by which securities are transferred varies 
according to whether they are bearer, registered, or 
inscribed. ^ 

^ The History, Law, and Practice of the Stock Exchange, A. P. 
Poley and F. H. C. Gould. (Pitman.) 

* For a full description of methods of transfer, see T ransfer of Stocks, 
Shares, and Other Marketable Securities, F. D. Head. (Pitman.) 
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Bearer Securities. Bearer securities are transferred 
by simple delivery. 

Registered Securities. The Articles of Association 
of most companies require transfer of registered shares to 
be made by transfer deed. •A transfer deed is chargeable 
with duty at the rates shown in the appendix, page 449. 

The transfer deed (see page 260), is filled in by the s'eller's 
broker from the particulars given on the settlement ticket 
and sent to the Stock Office of the bank through which 
the seller’s order has been received. The Stock Office 
sends the transfer deed, already filled in, to the branch of 
the customer, and the signing and witnessing is frequently 
done by the customer in the manager’s room at the branch. 
The transfer deed completed in all respects is then returned 
to the Stock Office with the relative share certificates, 
and duly handed over to the buyer through his broker. If 
the buyer wishes to have his name entered in the books of 
the company he, or his banker acting on his behalf, must 
lodge the transfer deed with the registrar’s office of the 
company and on payment of a fee, usually 2s. 6d. or what- 
ever is fixed by the Articles of Association of the company, 
the seller’s name is taken oh the books and the buyer’s 
inserted. As a partial means of protection against acting 
on a forged transfer deed, the company sends a letter to the 
former holder, the seller, informing him that the shares 
have been taken out of his name and put in the name of the 
buyer. If the former holder does not object he is taken to 
have assented. The practice, however, gives the company 
no legal protection, and if it has acted on a forged 
transfer deed it will be liable to buy shares in the market 
to replace them. It may happen that the vendor wishes 
to sell only a portion of his shares, in which case the vendor 
lodges the certificate, the company certifies the transfer or 
makes out for the shares sold a fresh certificate in the name 
of the buyer and sends the vendor a balance ticket for the 
remainder, or if the vendor intends to retain the remainder, 
a balance certificate in his name. 
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Inscribed Stock. British consols, War Loan, etc,, and 
certain Colonial and Indian stocks are transferable only 
by entry in the books of the Bank of England in which 
the names of the holders are inscribed. No certificate nor 
any form of instrument is issued by the Bank of England 
to the holders of such stock, and the only piece of writing 
other than the entry in the books of the Bank of England 
evidencing the property is what is called a '' stock receipt."' 

The Bank of England makes no charge for making a 
transfer except on a Saturday or after one o'clock. Certain 
days in the week are known as transfer days for certain 
stocks. The seller or a person acting under his power of 
attorney must attend at the Bank of England on one of 
those days and, after first establishing his identity, sign a 
transfer ticket which is previously filled in by the buyer's 
broker for the amount of the stock transferred. The 
Bank of England registers the transfer, which is signed by 
the seller or the person acting on his power of attorney, 
and hands to the seller a stock receipt which is simply a 
copy of the new entry in the books of the Bank. The 
seller posts the stock receipt to the buyer's broker and the 
transfer is complete. The buyer is recommended to 
sign the transfer in the books of the Bank of England as a 
check against the stock being fraudulently transferred 
upon delivery^ of a forged transfer ticket. 

Wlien a customer of a bank has sold stock standing in 
his name, it may be very inconvenient for him to come up 
to London from a country town to present himself in 
person at the Bank of England to execute the transfer. 
To effect such transfers the Stock Office at the time that 
the inscribed stock is sold, applies to the Powers of Attorney 
Office of the Bank of England for a power of attorney. 
The Bank of England compares the particulars of the stock 
to be transferred with the entries in its books and \^Tites 
to the holder at the address shown in its books to inform 
him that a power has been applied for to effect a transfer 
out of his name. If the descriptions tally and the holder 
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makes no objection, the Bank of England issues the power 
of attorney to the Stock Office which sends it to the cus- 
tomer for him to complete. The power is then lodged in 
the Executed Powers Office^of the Bank of England. A 
senior officer of the bank, well-known to the Bank of 
England as having the bank’s authority to act on its 
behalf, attends at the Transfer Office, and transfer ticket 
and power of attorney are checked against the entry in the 
bank’s books. The representative of the bank signs the 
demand to act upon the transfer as set out on the reverse 
of the power of attorney, and a ticket is issued to him 
which is subsequently sent to the broker to be handed over 
to the buyer through his broker. The Bank of England 
writes to the buyer and informs him that so much stock 
has been inscribed in its books in his name and asks him to 
forward a specimen signature. At first sight it would 
seem that this method of transfer is unnecessarily cumbrous 
and. totally unsuited to modem business. The numerous 
formahties involved, however, have this advantage that 
it is impossible to misconvert inscribed stock and take 
it out of the ownership of the rightful holder without 
the connivance and fraud of several independent parties. 

Settlement with the Broker. 

As has been previously explained, each order is recorded 
separately in the books of the bank. The total of what is 
due to or from the broker on account of each order is 
entered in the ledgers from the contract sheets the day 
after the contract notes are received from the brokers and 
sent to the branches. The majority of brokers keep current 
accounts with the Town Clearing branches of the bank, so 
that whatever is due to a broker is credited by Branch 
Advice to the branch where he keeps his account. What 
is due from the broker to the bank is usually settled by the 
broker giving his cheque for the total of several transactions 
as set out on an accompanying slip. When securities have 
been sold, the bearer bonds, or transfer completed with 



Transfer of Sharei or Stock. 
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share certificates have to be handed over to the broker in 
the morning and he sends round his cheque before three 
o'clock the same day. If securities have been bought 
the broker sends round the bonds or completed transfers 
with a note of claim, and the bank has to credit his account 
by Branch Advice, send the securities to the branch, and 
debit the customer by Remittances and Sundries. Most 
of the work of the clerks in charge of the brokers' ledgers 
consists in seeing that every transaction is completed and 
paid for. Commission as shown on the contract note is 
paid in full by the customer. The full amount of com- 
mission and stamp is charged to him by being debited to 
his account at the branch for what he has purchased, or 
deducted from the proceeds of what is credited to him for 
what has been sold for his account. The contract sheets 
show the total of the commission received by each broker 
for the day. The Stock Office keeps a commission account 
in the name of each broker to which is posted the half of the 
total amount of commission received by him from day to 
day. The brokers agree to pay back half their commission 
to the banks for introducing the business, and therefore 
once a quarter each broker sends a cheque for what com- 
mission is due to the Stock Office for the quarter, and the 
Stock Office agrees the amount of the cheque with the total 
shown in its own commission account of what is owing. 
The Stock Office debits Clearing " with the cheque and 
credits Brokers’ Commission " in the General Ledger. 
Once a quarter the branches send a list of the transactions 
undertaken on behalf of their customers and the Stock 
Office credits the various branches with the commission 
due to them. The commission then goes to swell the 
profits of the branches for the half year. 

By the rules of the Stock Exchange, members are not 
allowed to advertise. For some years past the number of 
transactions put through the Stock Offices of the big banks 
has been steadily growing. It has, therefore, been ex- 
tremely aggravating to brokers who happen not to be among 
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the number of brokers employed by banks, to see banks 
get half commission on the business introduced. There has 
been an agitation that banks should be charged the same 
commission as other customers of brokers. It is supposed 
that banks will thereby be forced to charge additional 
commission to their customers, and customers, rather than 
pay it, will get into direct communication with brokers. 

The agitators are principally firms who are not 
employed by banks and therefore have nothing to lose by 
incurring their displeasure. It is obvious, however, that 
banks, though they incur little risk, are put to considerable 
expense in undertaking to buy and sell securities on behalf 
of their customers and introduce through their numerous 
branches, a great deal of business that would never other^ 
wise be brought to the Stock Exchange. Although banks 
by the rules of the Stock Exchange cannot become members 
and are therefore dependent upon brokers, they could, if 
they had a mind to, pair off transactions and cut into the 
legitimate business of the Stock Exchange in the same way 
that the American banks do in New York. If banks came 
to an arrangement that their Stock Offices should clear 
transactions by ‘'marrying'' purchases to sales without 
emplo5dng a broker, the Stock Exchange would lose the 
business and the customers would be saved the brokers’ 
commission and the jobbers' turn. To a very limited 
extent an English bank pairs off country orders to buy and 
sell weU-known stocks, but there has never been any 
arrangement for banks to do without the services of a 
broker by pairing orders to buy with orders to sell, received 
by other banks. When the agitation against the payment 
of commission to banks seemed likely to succeed, it was 
rumoured that the banks were seriously contemplating 
setting up such a clearing system. 

The Country Brokers. 

In addition to the London brokers, the Stock Office has 
to employ a certain number of country brokers to buy and 

18 — ( 1926 ) 
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sell shares of provincial companies which are not quoted 
on the London Stock Exchange.^ Within recent times 
there has been a good deal of criticism by country brokers 
that as a result of country branches of banks sending 
all orders to London to be^ carried out by the London 
Stock Offices of the banks, the country brokers have thereby 
lost a great deal of business. In order to keep the country 
brokers in good humour, the London banks therefore 
carry out the pohcy of giving them a certain amount of 
additional business which might quite easily be transacted 
in London. Supposing that three or four country branches 
give orders to buy at best 5 per cent War Loan, and 
another branch or branches give orders to sell the same 
amount of stock, there is no need to buy and sell the 
stock in London through a jobber. A rate is taken from 
the London market and a wire sent to a country broker to 
buy and sell so much 5 per cent War Loan at the given 
price. The country broker does not have to deal with a 
jobber as would be the case if the orders were given to a 
London broker and can '' marry '' the transactions in his 
books. The bank and the broker receive half commission 
both ways, and the customer is saved the jobber's turn. 
This is the nearest approach to “ over the counter " business 
which is such a common feature of Stock Exchange business 
in New York. 

In addition to these transactions on behalf of customers, 
country brokers have frequently occasion to pay sums to 
London brokers who, acting as their agents, have bought 
stock for their account, or to dehver stock in London and 

^ Besides the London Stock Exchange there are provincial stock 
exchanges at Aberdeen, Belfast, Birmingham, Bradford, Bristol, 
Cardiff, Cork, Dublin, Dundee, Edinburgh, Glasgow, Greenock, 
Halifax, Huddersfield, Leeds, Liverpool, Manchester, Newcastle-on- 
T3me, Newport (Mon.), Nottingham, Shef&eld, and Swansea. These 
provincial exchanges form one association and are all affiliated to 
the Ivondon Stock Exchange and have similar rules. They have a 
membership (in 1924) of 1,104. In addition there are 258 brokers 
in over 100 towns, w^here there is no stock exchange, who belong to an 
association called the Association of Provincial Stock and Share 
Brokers (Incorporated). 
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obtain pa3nnent from London brokers who have instructed 
them to buy it. It suits these country brokers to effect 
these transactions through a bank, and they instruct the 
Stock Office to take in stock from London brokers and 
pay for it, or deliver stock they have forwarded against 
the cheque of the London brokers. The amounts due to 
or from the country brokers are settled by credit by 
Branch Advice, or debit by Remittances and Sundries to 
the country branches where they keep their accounts. 
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THE HEAD OFFICE COUPON OFFICE 

In an American bank the majority of coupons sent forward 
for collection are received from the trust and securities 
departments of the bank and are cut off and collected 
periodically under the standing order of customers . 
Many customers of an English bank prefer to retain their 
securities and coUect the coupons and dividends them- 
selves. For this reason the bulk of coupons collected 
belong to securities that have been lodged as security for 
loans with an agreement for the bank to coUect and credit 
the interest. The majority of industrial concerns in ihis 
country make the coupons on their bonds payable either 
at their registered offices or at the Finance House that 
has issued the loan. The coupons on foreign loans are 
payable mostly at the London agencies of foreign banks, 
and except the colonial loans, many of which are payable 
at the Westminster Bank and the Bank of England, the 
function of the joint stock banks as paying agents of 
coupons is not nearly so important as their other activities. 
The coupons of some industrial issues are payable in 
Manchester and Birmingham, but the great bulk of loans 
are payable at private banks or companies’ offices in the 
City of London. Consequently coupons are very seldom 
collected by branches themselves but are nearly always sent 
to the Coupon Collection Department at Head Office. 
Coupons may be divided into three classes as follows — 

(1) Coupons payable in sterling in England. 

(2) Coupons payable in currency abroad. 

(3) Coupons payable at fixed rates in either currency or 
sterling in England or abroad but which it pays to send 
abroad because a premium can be obtained by cashing 
them in currency. 


266 



THE HEAD OFFICE COUPON OFFICE 267 

The Collection of Coupons Payable in Sterling 

The securities department of every branch keeps a 
register or card index of all securities in its custody. At 
the beginning of each month^the cards relating to coupons 
that will become payable the following month are taken out 
and the coupons cut off. The coupons are sorted into 
denominations and in order of their numbers and listed on 
a coupon listing form as shown on page 205, one form being 
made out for each customer. The coupons are then sent 
to Head Office Coupon Office. In this way Head Office 
Coupon Collection Department receives every beginning 
of the month a thousand or more envelopes from the 
branches containing coupons that will shortly mature. It 
receives further remittances of coupons every day but 
naturally the heaviest deliveries are shortly before the 
half years and quarterly periods when the interest on most 
important loans is payable. Coupons belonging to the 
same loan are kept sorted together in steel boxes, and 
whenever sufficient have been received to make it worth 
while to make out a list, the coupons are carefuUy counted 
against the amount claimed on each form sent by the 
branches, and then are sorted into denominations of the 
same loan, and listed on the forms provided by the paying 
agents. Every paying agent, almost without exception, 
insists that coupons sent for payment shall be listed on the 
distinctive forms it provides. The work of a majority of 
the staff consists in listing coupons on forms and seeing that 
they are of the same denomination and maturity date 
before the coupons are lodged for payment. Every day a 
number of junior clerks have the duty of delivering the 
coupons at the various offices of the paying agents. It is 
seldom that the pa3dng agent gives its cheque the same 
day. Usually it gives a numbered ticket and marks the 
list with the number. The following day the ticket is 
delivered with any mgre coupons that have been listed 
meantime and the paying agent gives a cheque for the 
amount claimed less income tax deducted at the source. 
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It may happen that coupons that are not yet due or belong 
to other loans, or coupons that are mutilated or belong to 
stolen bonds have been included in the lists delivered. In 
such cases the paying agent deducts their value from the 
amount claimed and hands them back with his cheque. 
The cheques received are agreed with the amounts claimed 
from the papng agents and passed through the clearing the 
same day. The slips sent with the coupons by the branches 
are then got out and the total of each parcel that has been 
made up agreed with the cheque received for it from the 
paying agent. The slips having been agreed, they are 
sorted out into branches, and a branch advice is sent each 
branch for the total collected on its account as shown by 
the slips. In this way the total of the amount credited 
the branches should balance with the total of the cheques 
received from the papng agents. When an advice with 
the slips reaches a branch the branch responds to the 
credit with the lower half of the advice and uses the upper 
portion to make out the slips to credit the accounts 
of its customers for whom the coupons have been 
collected. 

The checking, listing of coupons, and making out the 
branch advice coupon is the main work of the Coupon 
Collection Department, but it is work that is not nearly 
so simple as one would think. Coupons are constantly 
being returned on account of some irregularity in their 
listing. Coupons that are torn are usually paid if the 
number and due date are clearly visible. Mutilated 
coupons and coupons against which a stop has been 
registered are paid against a letter of indemnity given by 
the bank on behalf of its customer holding the paying 
agent harmless from loss. Before the bank will give such 
an indemnity it has to find out the branch from which the 
coupons came and require the branch to obtain a counter 
indemnity from the customer. It is not possible to cross a 
coupon like a cheque and as a means of tracing it a 
branch code number is stamped on the back. The branch 
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corresponding to the number can be ascertained by- 
consulting a list of branch numbers kept in the office. 

The Collection of Coupons Payable in Currency 
Abroad • 

During the last century huge sums of money were 
invested by English capitalists in foreign undertakings 
and foreign government loans. Although for the conveni- 
ence of English investors under the terms of the bond 
issues, many classes of coupons were made payable in 
England, the coupons on French railways and many other 
public undertakings in which English money is still in- 
vested are payable only in francs in Paris. The collection 
of such coupons is effected by sending them to a foreign 
agent bank for collection. A list is made up and the 
coupons are sent to an agent bank with instructions to 
collect them and credit the proceeds in currency to the 
bank's currency account kept with it. When advice is 
received of the collection from the foreign bank, a rate 

with insurance " is obtained by telephone from the 
dealing room of the foreign exchange department and the 
value credited by branch advice to the customers, the 
contra being a Remittances and Sundries debit to the 
Foreign Exchange branch for the value of the currency 
debited to the bank's currency account with the collecting 
agent. The alternative to sending out coupons for collec- 
tion is to seU them outright to a coupon dealer and give 
credit in the manner that will be explained later. 

Coupons Payable in Sterling or Currency. If the 
bonds of the large foreign loans are examined it will be 
found that -under the terms of the issue the coupons are 
payable at the option of the bondholders in a great number 
of different currencies. The original design of such pro- 
visions in the bond indenture was to make the conditions 
of payment inteUigible and popular with foreign holders, 
who could thus without trouble collect the coupons in their 
own country and obtain a fixed income from them. 
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In pre-war days of gold parity exchange did not fluctuate 
sufficiently to allow a big premium to be gained by sending 
such coupons abroad for collection. Owing to the wide 
divergence of the value of currencies from their gold parities 
it now pays to cash coupons tn some currencies and not in 
others. Look at a coupon, for instance, of the Chinese 
Gold Loan of 1894. It reads “ Payable in Paris, Brussels, 
Geneva, Fes. 10 ; at St. Petersburg, Roubles Gold, 2.50 ; 
London, 7s. iid. ; Berlin and Frankfort-on-M. M. 8.08 ; 
Amsterdam, FI. P.B., 4.78.” It wiU be obvious to the 
reader that there is still to-day, an advantage to be gained 
by selling these coupons either in Swiss fcs. or Dutch 
florins and the advantage was very much greater when a 
few years back the pound was badly depreciated. Take 
another Chinese Loan as an example, say the Chinese 
Government 5 per cent Reorganization Loan of 1913. The 
holder will find that at his option a coupon of £2 los. is 
payable at M. Si.izJ, or Fcs. 63.12I, or Roubles 23.67I, or 
Yen 24.49. consulting his exchange tables he will 
flmd it profitable to cash these coupons in Japanese yen. 
If he does so, however, he will have to deduct a 4 per cent 
Japanese income tax from the yen value which wiU lower the 
premium which the dealer can profitably give. Frequently 
the terms of payment are not manifest on the coupons, and 
the holders of some coupons do not know their rights until 
they consult their bond or otherwise ascertain the conditions 
of the issue. Many coupons which are expressed payable 
in foreign currencies and frequently w’-ere so before the War, 
are so no longer, as the choice of payment Hes with the 
issuer of the bond and not with the bondholder. This 
may seem hard, but it is obvious that if a loan is raised in 
sterling and received in sterling, and the holder cannot 
enforce pa^mient in anything but sterling, a company is 
perfectly justified in paying the interest in sterling. In fact, 
where a company has ordinary shares and would have to 
set aside sums to meet differences on exchange if it paid its 
indebtedness in currency, it would be unjust to the ordinary 
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shareholders to pay coupons on bonds in anything but 
sterling. Thus, there are many coupons which appear to 
otter a premium because on the face of them they are 
payable in Dutch florins or in South American dollars. 
In fact many of them in spiilb of the advertisement on the 
coupons, are payable in florins only to Dutch holders, and 
in dollars only when the holder is domiciled in South 
America. A dealer who undertook to give a premium on 
such coupons would experience a heavy loss. 

Previous to the War the English joint stock banks did 
not enter much into the coupon market, except to collect 
on behalf of customers coupons payable abroad through 
the agency of their foreign correspondents. The coupon 
market is a specialized market which at that time offered 
only shght turns on the exchange which were not worth 
the trouble of special collection on small amounts paid in at 
a branch. At times coupons payable abroad at the option 
of the holder were sent abroad for collection when the 
amounts handled were large and the difference on exchange 
worth considering, but more frequently the holder chose 
to sell them to a dealer or foreign bank himself, since the 
joint stock banks had no inducement to establish a special 
department and engage special staff to undertake such work. 
During the past few years sterling has been so depreciated 
that banks have been tempted to organize departments to 
buy coupons from customers and send them out for 
collection in the same way as the exchange dealers do. 
Speaking broadly, the joint stock banks do not dabble 
in Eastern exchanges, but leave them as hitherto to the 
Eastern banks in London, whom they employ as their 
agents for the sale of coupons payable in rupees, yen, taels, 
and Eastern dollars. On the other hand, for the collection 
of coupons payable in continental currencies and American 
and Canadian dollars the joint stock banks still use their 
foreign branches and agents very considerably. A fair 
amount of business still goes to the regular coupon dealers, 
who being more specialized in their knowledge, can quote 
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rates as good or better than the foreign departments of the 
joint stock banks in London and give payment straight 
away. From the point of view of the joint stock bank it 
is preferable to remit coupons to an agent for collection, for 
thereby the proceeds become Available for the subsequent 
sale of drafts. Thus a turn on exchange is made both 
ways. On the other hand, when a joint stock bank sells its 
foreign coupons to dealers such as Messrs. George Clare & 
Co., Quin Cope & Co., or M. Marshall & Sons, it receives 
within an hour or so a cheque which it passes through the 
Clearing House the same day. Thus the bank by selling 
its coupons to a dealer on behalf of its customers, saves the 
loss of interest on the proceeds, which, if the coupons are 
sent abroad for collection, are not available for some time. 

When sufficient coupons are in hand to make up a fair- 
sized packet, a batch is listed and taken round to one of the 
exchange brokers. Usually the bank has already been 
in communication with other brokers .by telephone, and 
having found a broker who offers a good rate, is in a 
position to credit the proceeds before the bank is actually 
in receipt of the broker's cheque. 

The broker who buys similar coupons from other banks 
does not send them out in small packets as received from 
them, but makes up a big packet by amalgamating similar 
packets. If the broker hears that some other dealer in 
London is offering a larger premium than himself, he may 
sell them again in London and snap up a profit straight 
away. If he sends them to his agent abroad, he debits the 
account of the agent and credits one of his coupon accounts. 
At the same time he goes into the exchange market and 
endeavours to seh a covering cheque in the currency at a 
better price than the one he has paid for the coupons. 

Suppose, for instance, he buys i,ooo coupons, Chinese 
Reorganization, 1913, each of 4.898 yen, making a total of 
Yen 4,898. He has to take off a Japanese tax of 4 per cent, 
and accordingly debits the account of his agent, to whom 
he remits them, Yen 4,702.08. Let us assume that he buys 
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them at 2S. 5|d. a yen. He hands his customer a cheque 
for £580 8s. 3d. Before he actually posts his coupons he 
may sell his covering cheque for Yen 4,702.08 at 2s. sfd. 
If so he secures back in sterling a cheque for £^82 17s. 3d., 
thereby making a gross profit of £2 os. gd. Of course 
purchase and cover do not work out so simply and perfectly 
as this. Large balances have to be held in currency 
accounts with the agents to cover the balance of outstanding 
drafts. 

Moreover, this is only a gross profit out of which the 
cost of remittances, cost of insurance, loss of interest on 
the proceeds until they arrive, etc., and the cost of running 
the business, pajdng clerks, etc., have to be met. Rates 
are cut so fine and competition is so keen between brokers 
that none but a smart man commanding considerable 
capital can make a continuous profit. 

Having handed up a parcel of coupons, the representative 
of the bank has to wait only a few minutes before he 
receives a cheque for the total amount, along with the 
slips showing the rates of conversion for each packet. The 
total of each parcel is usually worked out by the dealer in 
a currency rate. Those exchanges (yen. Straits dollars, 
taels, rupees, etc.), which it is usual to quote in a pence 
rate are kept in pence rates. The continental exchanges 
(francs, lire, lei, marks, roubles, florins, etc.), are always 
quoted in currency rates. Colonial sterling rates are 
always quoted as a percentage premium or discount. In 
figuring conversions of Canadian and American dollars 
there is a little diversity in the practice. Let us suppose 
a bank has received a large number of coupons in small 
batches from various branches. It has made a parcel of, 
say, American coupons amounting to |i,ooo and has 
received a cheque worked at a doUar rate with insurance 
at 4*65 for £215 IS. id. Against this cheque it has to credit 
each of its branches with an advice for the half-dozen or so 
each has remitted. Now it is found far easier to work out 
a large number of small amounts with a pence conversion 
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table than to work with a dollar rate and machine com- 
putator. In this case the bank will work its slips at, say, 
5ijd., which is the equivalent pence rate to the nearest 
one-eighth of a penny. The bank naturally credits with 
a pence rate just below the exact rate, and the difference, 
usually |d., represents its commission on the sale. Thus 
the total of the advices sent to the branches before deduc- 
tion of income tax amounts to ^^214 iis. 8d., with perhaps 
a small difference in the pence due to approximations in 
calculations to the nearest penny. Income tax is taken off 
each advice at 4s. 6d. in the £1 and the customer is paid the 
net amount. The difference, 9s. 5d., represents the bank's 
commission. The calculation of the values of the majority 
of foreign coupons is made in this way, but some are more 
intricate owing to the complications of foreign income tax. 

To work out the exact value of some coupons payable in 
currency would involve at least three separate calculations, 
first the conversion at parity of the sterling amount into 
currency if the currency amount is not stated on the coupon, 
then deduction of a percentage for foreign income tax, and, 
finally, conversion at the dollar rate ruling on the day of 
negotiation. A premium on the sterling value, so much 
in the £, can be worked in one operation, and is accurate 
enough for small amounts. For instance, in the sale of 
the 1,000 coupons Chinese Reorganization mentioned above, 
for these coupons of nominal value los. each the bank is 
paid by the broker £580 8s. 3d. ; the difference, £80 8s. 3d., 
represents approximately a premium of 16 per cent on 
the face value, and in ascertaining the amount of each 
credit slip it is easier to take this flat rate on the nominal 
value than to attempt to work each little batch in yen, 
allowing for the deduction of the Japanese 4 per cent tax. 

The Injfluence of Coupon Dealing on the Exchange 
Market. 

Although it is easy to over-estimate the importance of 
the business that one has studied and dealt in, it would be 
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unfair to say that the state of the coupon market is in any 
degree an important factor in deciding exchange rates. 
The amount of coupons going forward for collection is a 
corrective, not a deciding factor. Coupons cannot be 
presented until they are due* and may be held back if it is 
thought that the premium will be higher by a further 
depreciation of sterling. 

Before the War the amount of the U.S.A. dollar coupons 
which went forward for collection was a very considerable 
sum and was a corrective factor other than gold exports, 
which prevented the exchanges from fading below mint 
parity. To-day, owing to the sale of dollar securities by 
the Treasury during the War, there are probably not a 
quarter of the former number. The Americans hold a 
large number of sterling securities, the coupons on which, 
coming to England are a counterbalance in the sterling 
accounts of the American banks, to the dollar credits of 
English banks in New York. 

At half-yearly periods the influence of the coupon market 
makes itself distinctly felt on the South American and less 
important exchanges. At those times the holders of 
South American securities are remitting their coupons and 
dividend warrants payable in Buenos Ayres, while, on the 
other hand there are very few South American holders of 
British securities. The dealers in London find that their 
accounts in South American currency are getting over- 
stocked and they are holding more capital than they 
require in the form of credits with South American banks. 
Accordingly they try to sell their covering cheques, but 
find no buyers wanting to make remittances since the trade 
situation at that time of the year is fairly normal. The 
rates rise in favour of the pound sterling, and unless the 
dealer is quick in seUing his covering cheque he may make 
a loss on his coupon purchases. 

Another marked influence on the exchange rates due 
principally to the reaction of the coupon market, was the 
interrelation of various groups of exchanges. A large 
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number of Canadian and U.S.A. coupons are payable, for 
instance, at the option of the holder in either Montreal or 
New York. If U.S.A. doUars appreciated, coupons usually 
paid in Canada were sent to New York for payment which, 
going to swell the dollar accoflnts of Enghsh banks, helped 
to sustain the price of sterling in U.S.A. dollars. In this 
way the Canadian and American rates generally moved 
together. French and Belgian, and Danish, Norwegian and 
Swedish were also closely interrelated. During the last 
two years the imsettled position of German reparation 
payments and other pohtical and economic influences have 
been at work in destroying aU equilibrium of the exchanges. 
As has been stated, the balance of coupons coming forward 
for collection is sufficient to influence the exchange situation 
provided the situation is otherwise evenly balanced. At 
the present moment exchanges have lost all equihbrium, 
and the balance of coupon collections is but one small 
consideration. Largely on this account the interrelation 
that formerly existed between the rates of exchange on 
various countries has now been totally lost. 



CHAPTER X 


THE SECURITIES DEPARTMENT 

To act as the custodian of valuables is probably the oldest 
function of banks in England ; for it was on account of the 
security offered by their strong rooms during the troubled 
period of the Civil War that the goldsmiths first came into 
prominence as bankers. Although as a matter of courtesy 
banks still allow their customers to deposit plate and 
valuables without charge, the principal work of the 
Securities Department now consists in taking care of 
Stock Exchange securities which are the property of the 
bank, or lodged by customers as cover for loans. 

The Position of the Bank as a Gratuitous Bailee. 

It is stiU an open question whether or not a bank is a 
gratuitous bailee of securities. A case occurred in 1896, 
Langtry v. Union Bank of London, in which a bank was 
sued for the recovery of certain jewels it had delivered to an 
unauthorized person on a forged order. The defendant 
bank, while disclaiming legal liability for negligence of its 
servants, agreed to settle the point out of court, and paid 
Mrs. Langtry, the plaintiff, £10,000, which she accepted. 
Mr. Justice Bailhache, in the case of King-Hall v. Standard 
Bank of South Africa, Ltd., 1919, 2 K.B.52, used language 
which expressed his doubt whether a bank is a gratuitous 
bailee, and Mr. Heber Hart, in his Gilbart lectures, 1923, 
supported Justice Bailhache's view, though he has pointed 
out that whether a banker is a gratuitous bailee or not, is 
of little practical importance, for, being a banker, he must 
display the care of a banker, and a tribunal called upon to 
decide whether he had been guilty of negligence in the 
custody of securities, or the like, would have to consider 
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whether he had failed to take the precautions which had 
become usual in banking practice. 

The method of filing and recording the receipt of securities 
held on behalf of customers largely depends upon the 
amount of business which a^ranch has to handle. In a 
small branch the securities held as collateral against loans 
and lodged by customers with instructions to collect 
coupons on their behalf may be no more than can b^ 
stored conveniently in a couple of tin boxes which are 
locked in the vaults overnight. In a large branch the 
amount of such business may be so considerable that 
two or three vault clerks have to be employed merely to 
file, take in, and hand out securities upon the written order 
of an authorized officer. The securities handled are 
received by the bank in several capacities — 

(1) Customers may lodge securities in the custody of the 
bank with instructions to collect the coupons and credit 
the proceeds to their accounts. 

(2) Customers may lodge stock and shares specifically 
as securities against loans with instructions to collect 
coupons. 

(3) Customers may lodge securities in a locked box or 
sealed packet to which the bank has no access and the 
exact contents of which are unknown. 

(4) Customers may instruct the bank to buy and hold 
securities for their account, meanwhile maturing coupons 
are to be collected and credited to their accounts. This 
type of transaction is quite common in dealings with 
foreign banks. Suppose a foreign bank buys in London 
shares or bonds of an English company for its own account 
or the account of one of its customers. It is useless to have 
the stocks sent abroad because there may be no quotation 
for the securities in foreign bourses, and if the foreign bank 
wished to sell them it would have to send them back to 
London. The better arrangement is, therefore, for the 
stockbroker, who has bought them under the instructions 
of the foreign bank, to deliver the securities to an English 
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bank where the foreign bank keeps its sterling account, and 
the English bank, acting on the foreign bank's instructions, 
will collect and credit the coupons as they fall due. If the 
foreign bank at any time wishes to sell additional sterling 
exchange and thereby overdfaw its sterling account, the 
English bank, having a lien on securities already in its 
possession, can arrange the terms of the overdraft by cable 
if there is not already a standing agreement as to what 
interest shall be charged on outstanding debit balances. 

(5) Stockbrokers frequently lodge bundles of shares 
and bonds as security for overnight loans. The securities 
are not specifically hypothecated but a covering charge is 
given the bank by a standing agreement pledging ail 
securities belonging to the broker in the bank's possession. 

These last-mentioned transactions are met with only in 
a few large branches in London and provincial towns that 
have stock exchanges. In the Head Offices of most of the 
banks there is one special department which looks after 
all brokers' loans. 

The Securities Registers. 

When securities are lodged by a third party for account 
of a customer or when securities are to be held indefinitely 
it is usual to forward to the customer a formal receipt, 
commonly called a “ numerical note." A numerical note 
is a numerically numbered receipt signed by an authorized 
officer of the bank acknowledging the receipt of the securities 
the details of which are set out clearly on it. A numerical 
note is not transferable, but the owner can obtain the 
securities only by surrendering this note. If he loses it, the 
securities will not be delivered to him except against a 
satisfactory letter of indemnity. 

The Security Registers are usually divided into two sets, 
those for securities held vdthout any instructions to collect 
the interest on them, and a set for securities the coupons 
on which have to be cut off and collected as they fall due. 
The latter are further sub-divided into bearer and registered. 

19 — ( 1926 \ 
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The interest on the former has to be collected in the shape 
of coupons periodically cut off the bonds. The interest 
on registered shares or bonds is commonly paid by dividend 
warrants sent to the customer care of the bank and which 
the bank, under his instructions, collects and credits his 
account. 

The securities as they are received are entered up in a 
register which is ruled as follows — 


Deposited to Secure Account of Banco de Floradora, Barcelona 





No. of 


Date 

deposited. 

Security. 

Particulars. 

Receipt 
given by 
Bank. 

Surren- 

dered. 

19— 

23 Feb, 

0.00 Guatemala 
4% Loan 1S95. 
[External.) 

! No. 6876/7. ] Tgiter 

Coupons 

) OKZola 
attached. ' 

Coupons zoih June, ^ist Dec. 

S 47451 

2 / 3 / 

6/6/ 




The securities having been entered in the register and 
checked, the dates on which coupons fall due and their 
denominations are noted on the appropriate coupon card. 
There is a set of cards kept, one for each account, as 
follows — 


ACCOUNT BANCO DE FLORADORA, BARCELONA 


10 June. 

10 December. 

20 1 

at sh 

Rep. of Peru, 5% 1920, Afc. Jose Onzola 

Guatemala External, 4% 1895, Ajc. Jose Onzola 

2 

at £2 


The coupon cards are sorted in order of the month before 
the date on which the coupons fall due. At the beginning 
of each month the cards corresponding to coupons falling 
due on the first of the following month are taken out of the 
drawer and an envelope made out from each card for each 
class of bond showing on its face the number of coupons, 
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their denominations, and the accounts for whom the 
coupons are to be collected. The envelopes are used as 
an index to find the securities in order to allow the coupons 
to be cut off and checked with the number shown as 
maturing in the register. Tfie coupons are cut off and 
sent in the envelopes to the coupon office for collection. 

The securities are placed in brown paper envelopes or 
jackets bearing their particulars on the front and sorted 
away in the safes of the strong room. There are two 
methods observed in filing away securities — 

(1) Under the first method the securities are kept 
together according to their name. This is very convenient 
from the point of view of cutting off coupons. When, as 
shown by the coupon cards, it is apparent that, say. 
Coupon No. 32 due 7th July, 1924, on Brazil 5 per cent 
1908 loan, has to be cut off, all the bonds in the safe are 
easily available, and a clerk can go through them with a 
coupon cutter and sort and check the coupons very quickly. 

(2) The second method is to sort them away under the 
name of the customer for whose account they are held. 
Thus all the securities for the Banque Adam, Paris, will 
be kept together, all the securities for the Credit Suisse, 
Zurich, together and so forth. This arrangement is more 
convenient when securities are being continually passed 
in and out of the safes, for by thus keeping them in exactly 
the same order as they appear in the registers, when a 
customer requests that a list of securities held in his name 
shall be sent him, or bonds bearing particular numbers 
shall be sent to some stockbroker for sale, it is only a matter 
of a moment to find them and check them with the register. 

Coupons Payable by Advertisement. 

The majority of coupons on bonds are payable at fixed 
dates as set out on their face in accordance with the terms 
of the bond indenture. Usually they are payable half- 
yearly or quarterly on ist January, ist July, or alternatively, 
1st April and ist October or other rotating periods, and 
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there is no difficulty in entering them up on the coupon 
cards under a date a month before their maturity to allow 
them to be cut off, sorted, and sent to the coupon collecting 
office. Besides bonds bearing a fixed rate of interest, it 
has long been the practice in continental countries to issue 
bearer shares the dividends on which are payable by 
advertisement. That is to say, the coupons attached to 
the bearer share warrants are consecutively numbered, and 
when the directors of the company decide to pay a dividend 
they advertise the fact in a newspaper, and holders of the 
company’s shares are required to cut off the coupons and 
present them when they will be paid in accordance with 
the terms of the advertisement. Such coupons obviously 
cannot be entered on a maturity card and must therefore 
be entered in a special book, usually called the Advertise- 
ment Book ” under the name of the security. Every day 
the financial columns of The Times, The Financier, and 
certain well-known continental papers are scanned through 
to make sure whether any further coupons are advertised 
as being payable. If there are, the securities of that kind 
held for every customer are got out and the coupons cut 
off and sent to the coupon office for collection. 

Allotment Letters. 

Allotment letters are frequently deposited by customers 
with a bank with instructions to pay the outstanding calls 
when they are made by the company and debit the amounts 
to the customers’ current accounts. When a bank is 
entrusted with the issue of the shares, it nearly always 
drafts its allotment letter in a convenient form -which 
provides at the bottom a number of detachable receipt 
forms. WTien a call is made the allotment letter is taken 
to the bank which has issued the shares, a cheque is given 
for the amount of the call, and the bank receiving the 
money receipts the allotment letter in the space provided 
and detaches the other receipt form which it pins on to the 
cheque to indicate the number of the allotment letter and 



THE SECURITIES DEPARTMENT 283 

the particular call on account of which the cheque is 
received. 

In order to provide that calls due on such allotment 
letters are promptly paid and the instructions of the 
customers as regards payment are strictly complied with, 
a securities calendar is kept in which are entered particulars 
of the security and any special instructions given by the 
customer. When the date comes round, the calendar 
on that day shows that calls have to be paid on account 
of certain customers for shares held in their name. The 
securities are looked up in the register and got out of the 
safe and a clerk goes roimd with the allotment letter to the 
bank taking in the subscriptions and pays a cheque for 
the amount due which is subsequently debited to the 
customer's current account. 

Policies of Life Assurance. 

Similarly, life policies are frequently lodged as security 
for loans with a provision that, to satisfy the bank that the 
policy is kept alive, the bank shall pay premiums and debit 
them to the account of the mortgagor. If life policies are 
mortgaged, notice has usually to be given to the Insurance 
Company in a formally worded document which is notice 
to the company of the bank's interest. The dates when 
premiums have to be paid are noted in the calendar and 
a cheque sent to the company as they faU due. 

Claiming Rights on Shares. 

When a trading company has a large reserve and is 
earning high rates of dividend, it has become the fashion 
to distribute its reserves in the form of bonus shares. The 
capital of the company thereby is increased without the 
company receiving any cash or property in return. The 
rate of dividend may be subsequently lowered, but share- 
holders are allotted additional shares so that their 
income is not reduced unless they choose to sell their new 
allotments. For exactly opposite reasons it sometimes 
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becomes necessary for a company to issue further shares 
in order to re-organize its capital position consequent upon 
an exchange of shares which is part of a scheme of- amal- 
gamating some other company or reducing its nominal 
capital to cover losses. In such circumstances a company 
may issue shares at a price very much less than their 
estimated market value, and it usually gives its old share- 
holders the first option of subscribing for them. Where 
the shares are registered, the company usually sends out 
a circular to all the shareholders on its books informing 
them of the number of shares for which they are entitled to 
subscribe. A form of acceptance or renunciation is 
enclosed. If the shareholder agrees to subscribe, he fills in 
the letter of acceptance and tenders it with his application 
money to the bank authorized to receive it. If he does not 
intend 'to subscribe (he may not have the money or he may 
think it not worth while to take up a small additional 
amount to which he is entitled) he signs the form of renun- 
ciation, stamps it with a sixpenny stamp, and instructs his 
banker to '' sell the rights.'' It may, therefore, happen 
that a letter of renunciation representing rights has to be 
split up among several subsequent purchasers. A com- 
pany, for a small charge, will usually take back the letter 
of renunciation and issue two or more letters for the odd 
number of shares into which the original rights have been 
split. 

When shares are issued to bearer in the form of share 
warrants with coupons attached, the company obviously 
cannot circularize the holders. It usually advertises that 
on presentation of the current coupon bearing a certain 
number, the company will deliver to the bearers provisional 
certificates. When the allotments are awkward splits, 
some companies disregard fractions of shares ; others 
issue provisional scrip for fractions of a share and the holders 
can sell their fractions or buy other fractions to make them 
up to a whole number. This was the way in which the 
issue of the bonus shares of the Mexican Eagle Oil 
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Company’s shares was handled by the Midland Bank 
on behalf of the Company in 1921, and several other 
companies have since followed suit. A bank has usually 
little to do with claiming rights on registered shares. The 
form of acceptance or renui?ciation is sent direct to the 
customer and he usually sends in his completed application 
himself. When it is known that a distribution of bonus 
shares or rights to subscribe is being made on bearer shares 
of a company, the security registers have to be searched for 
the names of holders, and they are requested to notify 
the bank what they intend to do with regard to their 
holdings, otherwise, if the application letter is not lodged 
with the company in time, the rights which frequently 
represent valuable property will be lost. 

While holders have still the right to subscribe, there are 
in the market some shares on which the rights have not 
yet been claimed and others on which the holders have 
already made application or sold their letters of renuncia- 
tion. To differentiate between the classes, the newspapers 
give two quotations for the shares, those cum rights (c.r.) 
and those ex rights (x.r.). The difference in the two prices 
usually amounts to the estimated market value of the 
rights less the subscription money. 

Care of the Safes. ^ 

English banks do not as a rule make a big point of 
advertising the security afforded by their safes. An 
American bank frequently spends enormous sums in 
installing vaults which are the very best that modern 
mechanical science can devise. In the National City Bank, 
New York, for instance, the vaults are locked every night 
with a time lock which when once set cannot be opened 
even by the safe mechanics until the following morning. 
The entrance to the vaults is enclosed with pipes connected 
with the boiler house, so that in the event of the bank 

^ See a report of a lecture by Mr. Emery Chubb, “ Recent 
Developments in the Construction of Strong Rooms and Safes," 
in the December, 1922, Journal of the Institute of Bankers, 
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being rushed by a mob in the day-time the entrance to the 
safe can be flooded with scalding steam at a moment’s 
notice. An English bank, while satisfpng itself that its 
strong rooms are safe against any conceivable emergency, 
purposely hides its strength^ and the strong room of an 
English bank is comparatively unimpressive. Instead of 
the sight of glittering steel, such as blinds one’s eyes on 
entering the vaults of an American bank, a coating of 
grey paint usually hides the name of a first-class maker and 
makes it hard to believe its enormous strength. It is very 
many years since any burglar was able to melt a hole in the 
strong room of an English bank. Instead of combination 
locks, an English bank still has the old system of multiple 
locks to which there are at least two keyholes on each 
door. The keys of the main door giving admittance to the 
safe are held usually by the accountant and the manager. 
In a large branch there will be a number of smaller safes 
inside the strong room to accommodate the securities 
permanently held by the bank on behalf of customers, and 
in addition there will be a number of tin boxes containing 
cheques and cash items held by departments from the night 
before. The usual system is that the head of each depart- 
ment keeps the keys of the box of his own department, and 
the accountant sees that each box is brought back every 
night. 

American banks frequently have an additional check 
on the care of securities by adopting a " unit ” system of 
balancing securities in bulk. ^ English banks do not go 
further than insuring that no security can go in or come 
out of the safes without the cognizance of at least the two 
men who hold the keys of the customers’ securities. An 

Out of safe book ” is kept in which are entered up the 
fuE particulars of securities that are wanted the following 
day. When the securities are got up they are initialed for 
by the officers who hand them over to the brokers for sale 
or otherwise dispose of them. 

1 See the Author's American Banking Methods, p. 232. 




CHAPTER XI 


LOANS 

The questions of loans may be^considered from three points 
of view — 

[а) According to the way, by loan, by overdraft, or by 
discount of bills, in which the borrower is allowed to draw 
the money. 

(б) The status of the borrower and his capacity to con- 
tract a loan : whether the borrower is a married woman, 
minor, trading company, municipal corporation, etc. 

(c) The type of security taken, pledge of stock exchange 
securities, shipping documents, personal guarantees, 
mortgage of real or leasehold property, etc. 

Although the point is frequently overlooked, it cannot 
be too strongly emphasized that the system of double entry 
employed in the bank’s accounting is affected only by 
considerations in the first category. Considerations of the 
second two classes are really subsidiary and concern the 
reimbursement of the loan to the bank by the exercise 
of its legal rights in the event of loans not being repaid. 
All loans are made on the understanding that they will be 
repaid in accordance with the terms on which they were 
contracted, and the readization of securities in the hands of 
a bank is looked upon as an unpleasant contingency which 
may occur and therefore the bank has to protect itself. 

When a bank takes security, the customer lodges 
negotiable instruments of some kind or signs a deed or some 
other form of legal instrument which will give the bank 
rights over his property in the event of his not repa 3 dng 
the loan when it falls due. The security remains locked 
up in the vaults of the bank and entries passed in the books 
of the bank are mere entries of record which do not affect 
the customer’s account whether it is in debit or in credit. 
Suppose the bank has made an error of judgment, the 
securities turn out to be worthless, or the instrument which 
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the bank supposed gave it a right to hold the securities gives 
it no lien at all, the bank may be unable to recover the 
debt, but until steps are taken to write it off as bad, the 
good or worthless character of the security by which it is 
backed will not affect the* bank s accounting position. 
Directors in their capacity of directors may authorize 
the loan of money to themselves in a private capacity or 
to their friends, or may in many ways fraudulently mis- 
appropriate money belonging to the bank, but their mens 
rea will not affect the balancing of the bank's books and 
no one but themselves may be aware of the bank's insolvent 
position. This aspect has been demonstrated very clearly in 
the examination of officers of Farrow's Bank, the Merchants' 
Bank of Canada, and several others that have failed. 

The Book-keeping. 

The methods by which credit is placed at the disposal of 
a customer have already been explained. If the customer 
is granted an overdraft, his current account goes into debit 
and he pays interest on the varying debit balance. If he 
is granted a loan, the loan is debited in a Loans Ledger and 
his current account is credited with the full amount. He 
pays interest on the full amount of the loan whether he 
makes fuU use of it or not. The loan is set out in the 
Loans Ledger as follows — 

LOAN ACCOUNT 

John Smith 


Terms : £100 1% over Bank Rate, Minimum 5%. 












1 

Interest. 

Date. 

Particulars. 

Dr. 


Cr. 


ur. 

Balance. 

From 

To 

Days 

At 

On 

Amt. 

19 — 

Mav 12 
June 30 

Sundries 
Balance . . 

100 

- 

- 

100 

_ 

_ 

100 

- 

- 

May 12 

June 30 

49 

8% 

100 

I 

I 

6 



100 

- 

- 

100 

- 

- 




Debited 

to C. A/c. 

24/6/ 



I 

I 

6 

June 30 

Balance B/d. 

100 






100 



June 30 

Sept. 30 

92 

8% 

or 

100 

29 

2 

/6 

/ 

4 

D.’c. 31 





100 

- 

- 




Sept. 30 

Dec. 31 

92 

8% 

100 

2 

- 

4 



100 



100 




— — 


SES 

Debited 

to C. A/c. 

23/12 

h 

=== 

2 


4 
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If a customer is given a loan by way of discount of bills, 
he is credited with the face value and debited with the 
amount of the discount. The other two classes of considera- 
tions, the legal status of the borrower and the form of 
security taken involve questions of law which do not 
affect the system of book-keeping. 

Application for Loan, 

When a customer applies for a loan it is usual for him 
to discuss the project with the manager of the branch 
where he keeps his account. If the money is needed for 
a legitimate purpose a customer is usually willing to make 
full disclosures. The manager fills in an application for 
advance, setting out the particulars of the loan as set out 
on pages 291 and 292. 

Where a mortgage, as in the example shown, is 
created over property of various classes, the reverse side 
of a series of forms has to be filled in to relate to one loan. 

The Mortgage Indenture. 

Head Office having sanctioned the loan, the customer 
deposits his securities or title deeds and the bank obtains 
his signature to some form of legal document which will 
create a mortgage on the property evidenced by them. 
Every bank has its own forms of mortgage indenture 
applicable to freehold, leasehold and copyhold property 
and memoranda of deposit of negotiable instruments and 
deeds and forms of joint and several guarantees. These 
are drafted by eminent counsel, and as they are intended 
to cover every possible contingency, are lengthy documents 
running into several folios. Particulars of aU loans are 
entered in the Securities Registers, and in the case of free- 
hold property particular attention is taken to see that is is 
kept fully insured against fire, and also in the case of lease- 
hold property, that the ground rents are paid. The 
particulars are also entered on a security card which is 
sent to Head Office where it is filed so that the general 



APPLICATION FOR ADVANCE 


Branch Mockton-on-Sea 

Name of Customer Charles Richard Roe 

Particulars of business of Applicant 8o High Road, Mochton, 

Ironmonger 

General character of customer.. middle-aged man with successful 

business ^ 

Date when account was opened J'l^ly, 1904 

Introduced by Henry Hoe, brother-in 4 aw 

Has he any other business connections with the bank ? With 

brother-in-law have good accounts 

Purposes stated for which advance is required Buying freehold 

of 90 Elm Street for his daughter, who will shortly be married 

Proposed terms i per cent above Bank Rate ; minimum 5% 

Commission fio : 10 f).a 


Advance. 

1 

At Present 
Running. 

Proposed 

Increase. 

Total. 

Discount of Bills and Promissory Notes 

Overdraft 

Loan . . 

Contingent Liability on Guarantees, Endorsements, 
etc. 








H 

0 

0 

0 

0 

0 

0 





£1,000 

£1,000 

10 

0 

^ trade bills d' 
enry Doe 

vscounted for 

SECURITIE.S. 

For Present 
Advances. 

Proposed 
Security 
for Increase 

Total. 

1. Discount of Bills and Promissory Notes 

2. Stock Exchange Securities .... 

3. Guarantees or other Collateral .... 

4. Leasehold, Freehold, or Copyhold Land and 

Buildings 

5. Miscellaneous 




ml 

£500 — 

—.£500 


£800 

£800 




' nil 

— £L 300 _ 

— £1,300 __ 





PARTICULARS OF CUSTOMER’S ACCOUNT. 


Deposit Account. 

Current Account. 

Maximum. 

Minimum. 

Average. 

Maximum. 

Minimum. 

Average. 

Turnover. 

£ 

670 

I 

£ 

320 

£ 

480 

0 

£ 

120 

£ 1 

270 1 

£ 

3 ,ogo 


1 







Manager’s observations : Although Mr. Roe has a balance of 

£^■55 Deposit Account and on Current Account, he states that 
he will require all the available cash at his disposal to set up a branch 

shop he is contemplating opening in Broad Street 

Signature of Manager, Passed by 0 . Y. Nolan 

A. L. Blank Managing Director. 

29 1 



DETAILS OF SECUEITIES NOW OFFERED. 


1. Bills of Exchange and Promissory Notes 
Have any bills been previously dishonoured ?.* 
Are there any indications of re-drawing ? 


.No.. 


No. 


3. Stock Exchange Securities 

Particulars /500 5% War Loa^ 1929-47 regd 

if registered, state whether to be transferred into the names 
of the Bank's nominees. of Mr. Dilly and Mr. Dally.... 

Value, if quoted, and at what price loij = £$oq 

If unquoted, has broker's opinion been taken as to their 
value ? 


3. Guarantees or other Collateral 

Particulars 


Relation of guarantor to customer. 


4. Leasehold, Freehold, or Copyhold Land and Buildings . 


Address 90 Elm Street, Mock ton-on- Sea.. 

Particulars Good clacs residential villa, freehold 


Manager's valuation for purposes of this advance.... ;^6oo .... 

Surveyor’s valuation £1100 (Dun, Brown), being bought 

by Mr. Roe for £1000 

Assessed to Rates at £900 

If let, annual rental 

Rates ;^35 (paid by tenant) 

Ground Rent £$ 

Net Rental £ 85 

Value at 10 years* purchase — ^850 

Insured against fire in.... Atlas Fire Insurance. ...Oo. for 

£1000 

If in Land Registry area, registered with what title ?.... — 

Or has title been abstracted and verified ? Wayt &See. 

Mr. Roe will give bank a legal mortgage if necessary 

Is there any record of any prior mortgage ? No 


5. Miscellaneous 


Total estimated Value of Securities £ 


mil .... 


■■■■£500.... 


.nil. 


....£800.... 


nil. 


....1300.... 
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management can see at a glance the security behind any 
loan granted by the bank. 

Classes of Borrowers. 

* In the ordinary course of itf business, a bank has dealings 
with customers who are, or may subsequently become, one 
of the following classes of persons — 

(1) Infants. 

(2) Married women. 

(3) Undischarged bankrupts. 

(4) Executors, administrators, and trustees. 

(5) Partnerships. 

(6) Trading companies of different kinds. 

(7) Friendly, industrial, and provident societies, and 
trade unions. 

(8) Municipal corporations and other local governing 
bodies. 

In some cases a customer may combine two characters, 
viz. : he may be an executor who is also a bankrupt, or 
a minor who is insane, a trading company that is insolvent, 
etc. The capacity of each of these classes of persons to 
make contracts freely is limited. A bank manager who is 
advancing money or having any business deahngs with 
any of them must, therefore, have at least an ordinary 
knowledge of the law of contract and agency as it affects 
them. There is no space available here to enter into a 
lengthy legal discussion, and the reader is referred to 
legal treatises to gain an adequate knowledge of the law. 
One can note a few of the obvious pitfalls, however. 

Infants. 

Many bank officers suffer from a delusion that there is 
a danger in accepting an account from a minor. There 
is no difficulty whatever provided the account does not 
run into debit. If an infant pays money into an account 
and later draws it out again, even though he is imposed on 
by third parties, it is absurd to suggest that he can come 
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back on the bank and demand his money a second time. 
The disability of a person to sue an infant on a debt is 
governed by the Infants Relief Act, 1874 , which provides — 

(1) All contracts whether by specialty or by simple contract 
henceforth entered into by infafits for the repayment of money 
lent, or to be lent, or for goods supplied or to be supplied (other 
than contracts for necessaries), and all accounts stated with infants, 
shall be absolutely void : provided always that this enactment 
shall not invalidate any contract which an infant may by any 
existing or future statute, or by the rules of Common Law or Equity 
enter, except such as now by law are voidable. 

(2) No action shall be brought whereby to charge any person 
upon any promise made after full age to pay any debt contracted 
during infancy, or upon any ratification made after full age of any 
promise or contract made during infancy, whether there shall or 
shall not be any new consideration for such promise or ratification 
after full age. 

If an infant obtains an overdraft or mortgages securities 
for a loan, the contract is void save that if the infant 
borrowed money to pay a debt for which by law he was 
liable, and the debt was paid therewith, the lender 
stands in the place of the person paid and is entitled to 
recover the money lent. Further, if the infant repays the 
loan, he cannot demand the money back again any more 
than if he has bought goods, paid money for them, and 
taken benefit under the contract. An infant who declares 
himself to be of age may be prosecuted for a criminal 
offence but he cannot be made a bankrupt. 

Married Women. 

The position of married women is now regulated by the 
provisions of the Married Women’s Property Acts of 1882 
and 1893. Every contract made by a married woman 
since 5 th December, 1893, binds her separate estate, and 
binds separate estate acquired after contract was made 
though she possessed none at the time of making the con- 
tract. When a married woman is carrying on a business 
apart from her husband and she raises a loan with a bank, 
she is presumed to bind her separate estate, but the 
liability to which a married woman can thus subject 
herself is not a personal liability, and thus it is exceedingly 
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dijfficult, if not practically impossible, to make a married 
woman a bankrupt. 

Bankrupts. 

Although it is not uncomiiion for a customer who has 
hitherto been solvent to become bankrupt, it is not often 
that a bank knowingly opens an account for an undis- 
charged bankrupt. In the first place not many undis- 
charged bankrupts have anything to bank. Their wives 
may have, but that is another matter. The moment a 
bank knows that a customer has committed an act of 
bankruptcy which is available against him, the bank should 
stop the account. If the bank (as provided in Schedule 2 
of the Act of 1914) is fuUy secured it may realise the 
securities, pay off the debt, and surrender the balance to 
the trustee in bankruptcy, or the bank may accept full 
pa3nnent from the trustee and surrender the securities. 
If the bank is partly secured the bank may realise the 
securities or surrender them to the trustee on payment of 
their assessed value and prove with other creditors for the 
balance or, though it is very unusual, surrender his securi- 
ties, and take a dividend with other creditors for the whole 
of the debt. Bankruptcy is largely governed by the 
Bankruptcy Act, 1914, Section 31 of which provides — 

Where there have been mutual credits, mutual debts and other 
mutual dealings, between a debtor against whom a receiving order 
shall be made under this Act and any other person proving or 
claiming to prove a debt under the receiving order, an account shall 
be taken of what is due from the one party to the other in respect of 
such mutual dealings, and a sum due from the one party shall be 
set ofi against any sum due from the other party, and the balance 
of the account, and no more shall be claimed or paid on either side 
respectively : but a person shall not be entitled under this section 
to claim the benefit of any set-off against the property of a debtor 
in any case where he had, at the time of giving credit to the debtor, 
notice of an act of bankruptcy committed by the debtor and 
available against him. 

In Banker v. Lloyds Bank (1920), 2 K.B., 322, a firm 
on becoming insolvent had assigned previously all their 
property to the plaintiff as trustee for their creditors. 

20— (1926) 
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The deed of assignment provided that secured creditors 
should have the same rights as under a bankruptcy. 
Before the assignment the firm had discounted with 
Lloyds Bank bills of exchange which had not matured at 
the date of the assignment. ^ The bills were dishonoured 
and the firm became indebted to the bank. The plaintiff, 
as trustee, claimed that as notice was given to Lloyds 
before the bills matured, at the time of the assignment there 
was only a contingent liability of the firm and therefore 
Lloyds should rank with the general creditors, Lloyds 
argued that the assignment being an act of bankruptcy 
in itself, made the hitherto contingent liability an actual 
liability, and therefore they had the right to set off what 
was due subsequently against the firm's credit balance 
held by themselves at the date of the assignment. The 
bank's contention was upheld by Mr. Justice Roche in 
his judgment for the defendants. The other provision 
of the Bankruptcy Act of special interest to banks is 
Section 47, which inter alia provides — 

{2) "Where a banker has ascertained that a person having an 
account with him is an undischarged bankrupt, then, unless the 
banker is satisfied that the account is on behalf of some other 
person, it shall be his duty forthwith to inform the trustee in the 
bankruptcy or the Board of Trade of the existence of the account, 
and thereafter he shall not make any payments out of the account, 
except under an order of the court, or in accordance with instructions 
from the trustee in the bankruptcy, unless by the expiration of one 
month from the date of giving the information no instructions have 
been received from the trustee. 

It will be seen that a bank's position in dealing with an 
undischarged bankrupt, apart from the bankrupt's char- 
acter as a customer, is very perilous. If the undischarged 
bankrupt pays in any money which the trustee can attach 
for the benefit of creditors, and the bank, knowing he is an 
undischarged bankrupt, allows him meanwhile to withdraw 
it, the bank is liable to refund the money to the trustee. 
Some banks try to get beyond the intention of this Section 
by allowing the bankrupt to pay in a nominal sum, say, ^1, 
and giving the trustee notice of the fact. If the trustee 
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does not intervene to claim it, subsequent transactions 
would appear to be protected. There has so far been no 
judgment on the point. 

Executors, AdministratcM-s, and Trustees. 

On the death of a customer the personal relation between 
banker and customer is at an end. Consequently notice 
of death terminates any outstanding orders between banker 
and customer, and a banker must return cheques not 
presented before notice is received with the answer D./D. 
(drawer deceased). If the customer has left a valid will 
an executor will be named in it who will carry out the 
various bequests and execute the wiU. If there is any 
balance due from the customer, the bank proves against 
the estate and is paid along with other creditors by the 
executor or other personal representative of the deceased. 
If the estate is insolvent, the bank proceeds very much as 
in bankruptcy. If the -customer has died intestate the 
court grants letters of administration to an administrator 
who will carry out much the same duties as an executor. 
It would be impossible in practice for a bank to investigate 
the validity of every wiU prior to allowing the personal 
representative to draw out sums standing in the name of 
the deceased. Probate or letters of administration are 
exhibited to the bank, and the bank, if it acts bona fide, is 
protected. The Probate Act, 1857, provides — 

All persons and corporations making or permitting to be made 
any payment or transfer, hona fide, upon any probate or letters of 
administration granted in respect of the estate of any deceased 
person under the authority of this Act shall be indemnified and 
protected in so doing, notwithstanding any defect or circumstances 
whatsoever affecting the validity of such probate or letters of 
administration. 

The danger in dealing with executors and trustees 
generally arises when the executor or trustee has a personal 
account at the bank and pays in what turns out subse- 
quently to be trust funds. The banker in dealing with the 
John Smith and in dealing with him as '' John Smith, 
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executor of Richard Roe, deceased,'' is really dealing with 
two persons. If John Smith pays into his private account 
trust funds and the bank had notice, or constructive notice, 
or, if it had taken ordinary precautions, it would have found 
out that the funds were trust*?unds to which the beneficiary 
was entitled, and the bank will be liable for any misappro- 
priation. The bank cannot set off any sum lent to John 
Smith against any balance on the account of '' John Smith, 
executor of Richard Roe " any more than it could set it 
off against Jack Jones or any other customer. 

A company is sometimes very loosely said to become 
bankrupt, A company cannot become bankrupt. It 
becomes insolvent, goes into liquidation, and is wound up. 
When a company is put into voluntary or compulsory 
liquidation a liquidator is appointed who winds up the 
affairs of the company and is at the same time free to con- 
tract for the company as its agent. In dealing with a 
liquidator in a private capacity and in dealing with him as 
liquidator, the principal point to notice, as in handling the 
accounts of executors and trustees, is that the bank is 
dealing with two persons. 

Partnerships. 

A partnership is defined by the partnership Act of 1890 as 

the relation which subsists between persons carrying on 
business in common with a view of profit." The account of 
a firm and the private accounts of partners are separate 
and a bank cannot set off claims of the one against the 
other. A partner in a trading firm has. very wide powers 
of binding his firm. 

The Act of 1890, Section 6, provides — 

An act or instrument relating to the business of the firm and done 
w 2.ny other manner showing an intention to 

bind the firm, by any person thereto authorized, whether a partner 
or not, is binding on the firm and all the partners. 

A partner has implied power to borrow on behalf of his 
firm and may give a valid pledge of partnership property. 
In fact a partner may enter into any contract on behalf 
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of his firm, and it will bind the firm unless it is quite 
apparent in itself that the transaction has no connection 
with the firm's business or the partner is obviously exceeding 
his authority for his own ends. This general rule of law 
applies only to trading partnerships, but besides these 
there are professional partnerships of solicitors, doctors, 
etc. A member of such a partnership has no power to 
borrow on behalf of the firm nor pledge its property, and 
it is doubtful whether a partner of a professional partnership 
can bind his partnership by cheques issued in its name. 

Besides the unlimited trade partnerships mentioned 
above there was a class of partnership created by the 
Limited Partnership Act of 1907. The general distinction 
is that a limited partnership may have hmited partners 
whose estates are not liable beyond certain amounts which 
they have contributed to the partnership (Section 4). A 
limited partner takes no part in the conduct of the business 
and has no power to bind the firm (Section 6), or if he does 
take any part in the management he incurs the same 
liabilities as a general partner. A limited partnership must 
be registered (Section 5) with the Registrar of Joint Stock 
Companies, and any change in the status of a partner from 
a general to a limited partner must be advertised in the 
Official Gazette. Limited partnerships are an extremely 
common form of business association in Germany and 
other continental countries, and the Act of 1907 was 
intended to popularize them in England. As yet there have 
been remarkably few registered. A limited partnership 
is not dissolved by the death, bankruptcy, or insanity of a 
Hmited partner, but an ordinary partnership is. 

Death, bankruptcy, insanity, or conviction upon an 
indictable offence of any of the partners will dissolve an 
ordinary partnership. If a new partner is allowed to enter 
the firm, the old firm is dissolved. If therefore a bank 
allows a partnership to run an overdraft and the partnership 
is dissolved by the entry of a new partner or the death, 
insanity, or bankruptcy of an old partner, every subsequent 
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pa3Tnent into the account would go to wipe off the debt of 
the old partnership and cheques drawn by the new firm 
would constitute a new debt for which the old partners 
would not be liable. If the bank wishes to retain its rights 
against the old partners, in cfonformity with the principles 
laid down in Clayton’s case, it rules the account off in red 
ink, showing the balance due at date from the old, and 
opens a new account in the name of the new partnership. 

Trading Companies. 

A trading company registered under the Company Acts 
has implied powers to borrow unless the power is limited 
by special provisions in its Articles of Association. When 
a bank is advancing money to a company on its debentures, 
the company’s Memorandum of Association and Articles 
of Association are gone through by the bank’s solicitor to 
see that the directors have power to raise the money. A 
compan}^' that is raising a loan by overdraft from a bank 
is generally considered to be doing something incidental to 
the carrying on of its business and is therefore liable. 

Section 76 of the Company Consolidation Act, 1908, 
provides — 

(i) Contracts on behalf of a company may be made as follows : 
that is to say — 

(i) Any contract which if made between private persons would 
be by law required to be in writing, and if made according to English 
law to be under seal, may be made on behalf of the company in 
writing under the common seal of the company, and may in the 
same manner be varied or discharged. 

(ii) Any contract which if made between private persons would 
be by law required to be in writing, signed by the parties to be 
charged therewith, may be made on behalf of the company in 
writing signed by any person acting under its authority, express or 
implied, and may in the same manner be varied or discharged. 

(iii) Any contract which if made between private persons would 
by law be valid although made by parol only, and not reduced to 
writing, may be made by parol on behalf of the company, by any 
person acting under its authority, express or implied, and may 
in the same manner be varied or discharged. 

Friendly Societies. 

The property of Friendly Societies is vested in trustees, 
who, under the Friendly Societies Act, 1896, have power to 
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mortgage their land. Industrial and Provident Societies 
are governed by the Act of 1893, and have a similar right 
subject to any special provision in their rules. 

Trade Unions. 

As regards the law of tort, the Trade Disputes Act, 1906, 
has made the character of trade unions unique. As 
Justice Darling said in the case of Bussy v. Amalgamated 
Society of Railway Servants and Bell, 24 T.L.R. 417 : The 
Act has relieved all registered trade unions from the 
humiliating position of being on a level with other lawful 
associations of H.M. subjects. They are supra legem ” 
The difference follows mainly out of the inapplication of the 
law of tort in connection with trade disputes, and for most 
purposes a trade union has powers of borrowing similar 
to those of a Friendly Society. 

Municipal Authorities. 

The majority of local government authorities are now 
bodies formed under the provisions of some general Act. 
Municipal corporations under the Municipal Corporations 
Act of 1882, London boroughs under the London Govern- 
ment Act of 1899, Parish and Rural District Councils under 
the Local Government Act, 1894, Board of Guardians under 
the Poor Law Amendment Act, 1834, Urban District 
Councils under the Public Health Act of 1875, County 
Councils under the Local Government Act, 1888, have 
powers to borrow money varying with the mode of repay- 
ment and the purpose for which the loans are contracted. 
Whenever statutory permission has been given to local 
authorities to extend their works, authority has at the same 
time been given to borrow money for the purposes. The 
misappropriation of public money by members of a council 
who are elected for a temporary period, has been generally 
guarded against by requiring the sanction of the Local 
Government Board, now the Ministry of Health, to all 
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permanent loans. In the case of some minor authorities, 
such as Parish Councils, the sanction of the County Council 
to whose area they belong is required. 

Generally speaking, a local government authority is 
expected to meet its current expenditure out of its current 
income from the rates. If there is a temporary shortage 
in the collection of the assessments, an authority may 
obtain a temporary loan, but no loan is allowed to outstand 
for longer than six months. Funds of local authorities 
are trust funds, and a banker is presumed to know they are 
trust funds. If a local authority opens accounts for 
several purposes and obtains the sanction of the Ministry 
of Health to raise loans, it cannot legally use money raised 
for one purpose to meet expenses incurred for another, 
and therefore a bank must not allow what are obvious 
transfers from one account to another. 

Loans for undertaking permanent works are usually 
made by the issue of stock or bonds. The bonds are usually 
redeemable over a series of years so that the loan is auto- 
matically wiped out by the end of sixty years or whatever 
is the estimated life of the improvements. Before a local 
authority can raise this class of loan it must go through 
the complicated procedure laid down in the Municipal Cor- 
porations Act, 1882, Section 236, or whatever is the general 
Act governing the particular class of authority. Notice 
must be duly advertised and the sanction of the Ministry 
of Health obtained. The investigation of the authority's 
powers to raise the loan and the papers relating thereto is 
undertaken by the bank's solicitors who, if necessary, take 
the opinion of outside counsel. If the Ministry of Health 
has given its authority the bank can reckon that it is fully 
protected. 

Type of Security Taken. 

Though the analysis is not scientific from the purely 
legal point of view, the classes of property which may be 



.LOANS 


303 


charged by the borrower as security for a loan from a bank 
may be set out as follows — 

(i) Stock Exchange and “ Marketable '' Securities. 

(i) Bills of Exchange, The lodgment of bills of exchange 
as collateral is practically confined to billbrokers and is 
explained under brokers’ loans. (See page 321.) 

(ii) Bearer Bonds, Share Warrants, and other Bearer 
Securities. A banker has a general lien on all securities 
coming into his possession as a banker, and no instrument 
is needed to complete his title in the event of a loan being 
made. In order to avoid the possibility of any subsequent 
dispute arising as to the way in which such securities came 
to be deposited, it is usual to take a '' memorandum of 
deposit ” from the borrower authorizing the bank to sell 
them in the circumstances that the loan is not repaid. 
Provisional scrip issued in exchange for allotment letters 
prior to the issue of definitive bonds is treated as a negoti- 
able security, but the subsequent holder has to accept any 
liabilities for calls that have not yet been made, and these are 
evidenced by the unreceipted tickets attached to the scrip. 

(iii) Registered Shares and Registered Bonds, The share 
certificates are lodged with the bank, and the bank usually 
takes a blank transfer from the customer. That is to 
say the customer signs a transfer deed as shown on page 259, 
omitting the name of the transferee. The bank thus 
becomes the equitable owner. The customer is still the 
legal owner for his name still appears in the share register 
of the company. Supposing that the customer is acting 
in a fiduciary capacity for another, for instance, supposing 
A is a trustee for B under a will, since a company will not 
recognize trusts in its register, A’s name appears on the 
company’s register and B is the first equitable owner. If 
A deposits the certificate with the bank and completes 
without notice of his trust a blank transfer, the bank 
becomes a second equitable owner, and in the event of 
A acting without B’s authority and assent, will have its 
rights to the shares postponed to the rights of the first 
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equitable owner B. The only way the bank can complete 
its title is to fill in the transfer and send it to the company 
for registration at the time the loan is made. The shares 
are transferred into the names of two senior officers who 
act as the bank’s nomineesrand the bank then becomes 
the legal owner and equitable owner, and its rights rank 
before those of B. For sentimental reasons, many cus- 
tomers do not like to see their property passing out of their 
names, no doubt influenced by the idea that “ passing 
events cast their shadows before them.” Banks not 
infrequently take simply a blank transfer and do not 
trouble to have the shares registered in their own or a 
nominee’s name. Another point to notice is that a deed to 
be valid must be signed, sealed, and delivered. A blank 
transfer is not delivered and, to constitute a deed, must be 
redelivered, and if the bank merely filled in the blanks and 
passed to the company for registration, though the company 
registered some name in place of A’s name, B’s rights 
would still rank in priority to those of the bank. [Powell 
V. London and Provincial Bank, 1893.) 

A bank sometimes lends money on the security of its 
own shares held by a borrower. In many foreign countries 
this is prohibited, but in England a company, including a 
bank, has a lien on its own shares, though by its Articles 
of Association it may be prohibited from lending directly 
on them. The usual practice is for the bank to take a 
deposit of the certificate with a blank transfer in the same 
way that it would deal with the shares of any other company, 
and a memorandum is sent to the registrar s office at Head 
Office and the letter ” L ” for lien put against the name of 
the shareholder in the register. The mortgage of inscribed 
government stock gives some trouble because there are no 
certificates to lodge. Either a specially worded form of 
power of attorney is signed by the customer appointing 
a nominee of the bank as the customer’s attorney to sell 
or otherwise deal with the stock in restraint of the mortga- 
gor’s power of sale, or the customer makes application to 
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the Bank of England for the stock to be converted into 
bearer bonds which he subsequently deposits. 

(2) Life Policies, Though the value of a life policy, 
particularly if it is in a good office and has been in force 
many years, is not liable ' tp depreciation, and in fact 
manifestly increases as time goes on, banks do not like 
taking a life policy by itself unsupported by any other 
security. The mortgage of a life policy is frequently the 
last essay in the battle of life. Public opinion from time 
immemorial has been hostile to the usurer, and a bank does 
not like to be placed in the invidious position of taking away 
the only provision a man may have made for his wife and 
children. There are, however, many occasions when the 
taking out and mortgaging of a life policy by the borrower 
becomes a condition which a prudent banker will insist 
upon before agreeing to lend on certain classes of security 
in which the borrower has only a life interest or which may 
very easily depreciate as a consequence of his death. 
Such is the case of a borrower who is borrowing upon the 
security of a specialized business not easily sold to anyone 
else or is only the contingent owner of large property which 
he will, nevertheless, undoubtedly inherit if he lives to 
succeed. An equitable mortgage may be created by 
merely depositing the insurance policy, but as the policy 
becomes worthless unless the premiums are paid and the 
policy kept alive, it is usual to take a special form of legal 
assignment enabling the bank to pay the premiums on 
behalf of the mortgagor and debit his account with the 
amounts. Notice is given to the insurance company of the 
charge on the policy. Many insurance companies have 
their own form of notice which is issued on application. 
The bank completes the form and the company acknow- 
ledges it. Under the provisions of the Policies of Assurance 
Act, 1867, the bank is then entitled to apply in its own name 
for the surrender value. 

(3) Real Property. Speculation in the value of real 
property and overlending on the value of land have been 
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in the past probably the most fruitful causes of bank 
failures. In many countries, as in the U.S.A. and in 
Canada, laws have been passed at various times prohibiting 
banks from investing, apart from the value of their business 
premises, more than a certain percentage of their assets in 
land. No such law has ever existed in England and, as a 
matter of fact, land has never been a popular form of 
security with Enghsh banks, first on account of the com- 
plexity and the trouble of examining deeds of title to land 
in this country, and, secondly, on account of the expense 
involved in realising land compared with the ease with 
which stocks and shares and other marketable securities 
can be sold. The value of freeholds and leaseholds of 
shops, factories, etc., cannot be assessed apart from the 
value of the goodwill of the business of the person borrowing 
upon it. V acant household property with possession, on the 
other hand, nowadays sells for considerably more than 
property would if let. The value of a saw mills, for instance, 
as a going concern is something very different from its 
value when the saw mills have gone into liquidation and 
a bank goes to dispose of its yard and sheds. Nevertheless, 
a bank is obliged to advance a fair proportion of its funds 
against mortgages of real property and leaseholds, because 
in many cases it is the only form of security the borrowers 
have to offer. In many country districts a mortgage on a 
farm is about the only form of security that a customer can 
give and, a bank, if it wishes to make the advance, has to 
take it whether it reaUy likes the form of security or not. 

As security against the temporary overdraft required, 
a bank usually takes an equitable mortgage which is 
constituted by the borrower lodging the title deeds with 
a memorandum of deposit. The legal ownership of the 
property does not pass from the mortgagor, but the deposit 
of the deeds of title, with or without a memorandum of 
deposit, gives the bank the right to foreclose and make the 
mortgagor convey the property or have it sold by an order 
from the Court. 
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If the loan is one which is to be repaid over a series of 
years, such as a farmer might raise on taking over a 
delapidated farm and raising money to rebuild outhouses, 
etc., the bank will probably take a legal mortgage which 
in those parts of the country -where registration is required 
will be registered. The title deeds are handed over to a 
local solicitor who searches the borrower’s title. This 
extra expense is under the terms of the loan frequently 
borne by the customer. The advantages of taking a 
legal mortgage are that the bank thus obtains priority of 
the claims of any equitable mortgagees. The law of real 
property is very intricate and will be completely revolu- 
tionized when Lord Birkenhead’s Act comes into force in 
1925. 

(4) Personal Guarantees. A security in the form of a 
personal guarantee is very frequently accepted by banks 
in Scotland. In England it is met with chiefly in the 
following circumstances — 

(i) A private company applies for advances. The 
property of the company is not considered suflicient to 
justify the loan. A guarantee may be taken from one or 
more of the directors or other persons of substance who are 
interested in its success and willing to back its prospects. 
If money is borrowed by a partnership the separate estates 
of the partners are automatically made liable, but if the 
partnership is a limited partnership, the limited partners, 
who are probably the most influential, may be asked to 
give their guarantees. 

(ii) A young man beginning in business has frequently 
very little tangible property he can mortgage. He may 
have friends and relatives who have perfect faith in his 
good character and abihty to succeed. If the risk they are 
undertaking is made perfectly plain to them, a personal 
guarantee is quite a satisfactory form of security. 

It is impolitic for a bank to accept a guarantee, unless the 
parties, particularly the guarantor, know what they are 
doing and what risk the guarantor is running. 
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The form of guarantee is drafted by the bank’s solicitors. 
The bank has in current use several types of continuing 
guarantee worded so as to enable the bank to claim 
against the guarantor without delay in the event of the 
principal debtor being unable to repay the loan when 
called upon. The banker, as creditor, has to take particular 
precautions that — 

(i) The guarantor has not put his property out of the 
bank’s reach by some such artifice as a marriage 
settlement. 

(ii) Notice of the death of the surety operates as to 
future liabilities of the surety under the guarantee. 
The bank must rule off the account as it then 
stands to preserve its rights against the estate of the 
guarantor. 

(iii) If the surety has been deceived by the bank in 
any way about the principal debtor or there is undue 
influence on his part, the guarantee is voidable at the 
option of the surety. 

(iv) In the case of a continuing guarantee the surety 
may revoke his liability. The bank must rule the 
account off on receiving notice. The form of guarantee 
usually provides that the liabilities shall remain enforce- 
able for six months after notice. Notice before then must 
be given to the principal debtor, and if he does not repay 
the loan the bank can then claim against the surety for 
the amount of his liability at the time when the account 
was broken. 

(v) A binding agreement by the bank giving the 
principal time to pay has the effect of discharging the 
surety. Merely abstaining 'from suing does not affect 
the guarantee, but in order to give itself freedom in 
making future contracts with the principal, a bank 
usually inserts a clause enabling it to give time or 
compound with the principal conditions which would 
invalidate the guarantee at common law, unless the 
surety had previously assented. 
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The liability on a guarantee for a loan payable on demand 
does not take effect until demand is made and the loan 
is unpaid. Consequently such a guarantee is unaffected 
by limitations, though it is usual to renew the guarantee 
every six years. ^ 

Guarantees are usually taken when it is contemplated 
that the accommodation shall be continued over a series 
of years. In Wales, instead of guarantees being taken, it is 
a common practice for the principal debtor who is being 
helped by another from whom he is buying com or some 
other commodity for resale to get him to sign a joint and 
several promissory note which he subsequently discounts 
with the bank. The note is at long usance, six, nine, or 
twelve months, and when it falls due the debtor has 
meantime sold the commodity and has the funds 
available to pay the note. 

(5) Shipping Documents. The aforegoing are the types 
of security which are ordinarily met with at any branch 
bank. There are many other kinds which in special 
circumstances may be offered and accepted. In Liverpool 
and other large ports it is quite common to make advances 
against produce, cotton, and other commodities imported 
and awaiting sale. The usual practice is to obtain posses- 
sion of the biUs of lading and other shipping documents. 
If the goods are in warehouse, the debtor may lodge dock 
warrants or warehouse certificates. When goods are taken 
off ship the dock company usually issues a “ prime warrant'' 
authorizing a person named specifically (or occasionally the 
bearer), to receive the goods on payment of landing charges. 
When the landing charges are paid the “ prime warrant ” 
may be exchanged for dock warrants. When the goods 
are put into warehouse, the warehouse company issues a 
warehouse certificate stating that the goods are held at the 
disposal of a specified person named therein. Warehouse 
certificates are not negotiable instruments, and the mere 
lodgment of these and previously mentioned documents 
does not constitute the pledgee the owner of the goods. 
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Even when the bank is named in the warehouse certificate 
it can, under the terms on which the certificate is issued, 
obtain possession of them only after pa3nng rent and other 
outstanding charges. Where the warehouse company has 
not issued a certificate, th% owner may issue a delivery 
order requiring the wharfinger, or other person who has 
possession of the goods, to deliver them to a person named 
in the order. A delivery order may be countermanded 
by the owner at any time before it is acted upon by the 
warehouse-keeper, or he may issue a second delivery order 
which, being presented before the first and being acted 
upon by the warehouse-keeper, takes precedence before the 
first. When a bank is handed a delivery order, the usual 
practice is, therefore, to present it without delay and have 
it exchanged for a dock warrant or warehouse certificate 
in the bank's name. 

In advancing money against produce, a bank usually 
takes the documents relating thereto in pledge and gets the 
debtor to sign a continuing agreement to maintain a 
margin of goods as security and pay all current expenses. 
To constitute a formal mortgage of chattels the bank must 
take a bill of sale. The Bills of Sale Act does not apply to 
produce and merchandise which are being transferred in the 
ordinary course of business, and a bank has therefore to 
rely upon the terms of the loan agreement and the rights 
conferred upon it in the documents of title. As each dock 
company by virtue of the private Act of Parhament under 
which it is incorporated issues dock warrants which contain 
special conditions of its own drafting, it is impossible to 
lay down any general rules as to the rights of a pledgee 
without inspecting the wording of a particular warrant. 
It is sometimes inconvenient for a debtor to lose possession 
of the documents, and in order to secure itself the bank 
may enter into a contract of hypothecation by which the 
debtor retains both possession and ownership of the goods 
but agrees to transfer them to the bank if he fails to repay 
the loan when called upon. A debtor may enter into a 
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contract to hypothecate not only goods of which he has 
already possession but goods which are on the water, or 
are being sold to him, or are being manufactured to his 
order, of which he has not yet got possession or which 
may not yet be in existence. ^ He thereby agrees to pledge 
the goods when they do come into his possession. Hypothe- 
cation creates only an equitable charge which may be set 
aside in the event of a third party without notice obtaining 
a legal mortgage. 

Advances to ship owners is a feature of the business 
of many branches in shipping towns. When money is 
being advanced to a shipping company, the company 
usually offers shares in other companies or other marketable 
security, and it is unusual to take a mortgage of a ship 
belonging to a large company. A ship owned by a private 
person or a firm is divided into sixty-four shares and no 
person is allowed to own a fraction of a share though there 
may be several joint owners of one share. Mortgages of a 
ship or a share in a ship must be made in a special form set 
out in Section 31, sub-section i, of the Merchant Shipping 
Act, 1894, according to whether the loan is of a permanent 
character or is a temporary loan. The instrument creating 
the mortgage is altogether different from a bill of sale 
creating a mortgage over chattels and must be registered 
at a ship's port of registry. The master of a ship has power 
to hypothecate the ship by an agreement called a bottomry 
bond, in order to raise money to make her seaworthy to 
continue her voyage. The lender is entitled to have his 
money with interest only if the ship reaches her destina- 
tion. Since the extension of shipping agencies and modem 
facilities for telegraphing, it is now very infrequently that 
a ship gets into difhcultes without the owners in England 
being informed and being able to cable money to their 
agent in the foreign port to refit the vessel- Bottomry 
bonds are now practically unknown though it occasionally 
happens that the charterer may hypothecate the cargo by 
the contract known as '' respondentia.” 

21— (1926) 



CHAPTER XII 

THE OFFICE 

Ox page 105 it was explained how the portfolio of bills 
discounted by branches figure on the assets side of the 
balance sheet of a bank as '' Bills discounted/' As can 
be imagined easily the discounting of bills by branches, 
their custody in the Head Office Bill Office and their 
collection on maturity forms a distinct feature of English 
banking which is described in detail in the present 
chapter. 

Discount and Collection of Domestic Acceptances. 

In America, in spite of the efforts to foster the habit of 
drawing drafts, the majority of biUs of exchange are in 
the form of promissory notes. In England the opposite 
is the rule. The majority of credit instruments are trade 
drafts and acceptances. The exception is found in Wales, 
where it has been long the practice to finance farmers on 
their note of hand. A certain number of promissory notes 
are presented through the clearing for collection but they 
are nearly always the outcome of pure money-lending 
transactions. Moneylenders and firms selling furniture 
on the hire-purchase system frequently safeguard their 
interests by taking a series of promissory notes from the 
debtor at the time he enters into the bargain. The 
promissory notes are payable in equal amounts to cover 
instalments and interest, three, sLx, nine, etc., months after 
date, and the debtor in paying them as they fall due wipes 
of! the debt completely. The general practice, in trans- 
actions between trader and trader is for the balance of an 
account to be settled by the creditor drawing on the debtor. 
In some trades there is no fixed rule. The creditor may 
draw whenever the balance is inconveniently large or 
according to some agreement previously made with the 
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other contracting party. In other trades, as in the drapery 
and grocery business, there is a settling day fixed by the trade 
associations once a month, and the wholesale firms settle 
up accounts either by the retailer sending his cheque or by 
the wholesaler drawing a dr^aft on the retailer on those 
dates. 

The bulk of small trade acceptances are discounted at 
branches throughout the country and sent to the Bill Office 
at Head Office, where they are held in the bank's portfolio 
and collected at maturity. The general rule is that a 
creditor sends his draft with his invoice showing particulars 
of what is due to him from the debtor who has received the 
goods. The debtor accepts the bill, which, except in the 
overseas trades, is drawn so many days after date. The 
creditor then goes to the local branch where he keeps his 
account and asks them to discount the bill. The creditor 
customer indorses it, and thus the bank has the guarantee 
of his indorsement. Frequently the drawee is a customer 
of some other bank in another part of the kingdom about 
whom the bank discounting the bill knows nothing. Its main 
guide is the reputation their customer has with them, the 
state of his account, and his reputation in business. The 
manager of a local branch knows all his customers per- 
sonally ; he hears a good deal of the local gossip in the 
church and in the golf club, and it is not often he makes a 
mistake. In American banks it is usual to verify the credit 
of all parties by searching them up in the information files 
of an elaborately organized credit information department. 
It would very much surprise American bankers to realise 
how very little credit information is put down on paper in 
an English bank and yet how few mistakes in judgment 
are made. This is one very practical advantage of the 
branch system over the system of single banks. 

The branch having agreed to discount the bill at a rate 
acceptable to the customer, the due date is computed, 
allowing the usual three days grace and the discount is 
calculated. The rate was formerly i per cent above 



314 


OAJNJilJNCi METHODS 


bank rate, mimimum 5 per cent, but nowadays the rate 
varies greatly in individual cases. The customer is 
credited with the full face value of the bill and “ Bills of 
Exchange ” debited. Discount in the General Ledger is 
credited with discount and *he customer debited. If the 
biU. is an inland biU, it will be drawn on paper bearing an 
embossed stamp for the correct amount. If the biU is a 
foreign bill— for the purpose of stamping, a foreign bill 
includes a bill drawn on the Channel Islands or the Isle of 
Man— it may require to be stamped with an adhesive 
foreign bill stamp. (For rates of stamp duties see page 445.) 
Stamps are debited separately to the customer and credited 
to “ Foreign Bill Stamp Account.” The bill is then given 
a serial number for purposes of identification and entered 
up in a Bills Received Register, ruled as follows— 


No. 

of 

Bill. 

Date 

Dis- 

counted. 

1 

Name of 
i Customer 
for whom 
Discounted. 

Drawer. 

1 Acceptor. 

Where 

Payable. 

Date 

of 

BiU. 

Amount. 


1 






£ 

' s. 

d. 


Currency. 

Date 

Due. 

i 

Days to 
Run. 

Rate of 
Discount, 

Amount of 
Discount. 

Date 
Remitted 
to H.O. 

i 





£ 

s. 

d. ■ 



From this Bills Register a Bill Diary is posted showing 
the dates on which bills discounted for each customer fall 
due. The Bilt Diary is headed with the aid of a calendar 
for the whole year, a page or half a page, according to the 
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estimated space that will be required, being allowed for 
each day. The Bills of Exchange Act, Section 14, provides 
special rules for determining due dates when the last day of 
grace happens to be a Sunday, Good Friday, public, or bank 
holiday. For instance, 5th August, 1923, was a Sunday 
and the 6th a bank holiday. A bill falling due on 5 th 
was payable on Saturday, the 4th, and a bill falling due on 
the 6th was payable on Tuesday, the 7th. Although 
“ tricky ” questions on maturity dates are asked in examina- 
tion papers, in practice there is very little difficulty for 
the page of the Bill Diary would be headed to include the 
4th and 5th August and the next page the 6th and 7th, etc. 
The posting of bills under the correct maturity date thus 
becomes a mechanical operation once the Diary is correctly 
headed. 

Bills discounted may be kept by the branch for some 
time, but the general rule is to send them to Head Office 
as soon as possible. A ticket is pinned on each bill giving 
the principal particulars with any remarks the manager 
may care to make about the credit of parties. The branch 
debits Head Office Bill Account in its books and credits 
Bills of Exchange Account. The Head Office Bill Office, 
after entering particulars in a Bill Register ruled as shown 
on page 316, hands over the bills to the Inspection Office to 
which the branch that has sent it belongs. In the Inspec- 
tion Office, records are kept of the account of every customer 
in its section of branches. The chief of an Inspection 
Office is usually an ex-manager of an important branch in 
the district and knows local conditions thoroughly. He 
goes through the bills, scrutinizing the tickets pinned to 
them with the idea of checking the judgment of the local 
bank managers and to see that they are not allowing too 
much credit to any one indmdual. In many cases the 
general management has previously fixed a discount limit 
for important customers borrowing large sums. If the 
manager of the Inspection Office considers that a customer 
is getting too deeply involved, he may instruct the local 
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manager to “ put the brake on '' and be careful in dis- 
counting any more bills. In no case is the local manager 
allowed, without previous sanction, to exceed the discount 
limit fixed by Head Office. 

Besides considering the merits of the individual case, the 
chiefs of the Inspection Offices, being in touch with the 
higher management, exercise a general control over the 
credit policy of the bank in accordance with the general 
condition of trade, etc. The Inspection Office, after 
recording the full particulars in accounts under the names 
of the branches, hands the biUs back to the Head Office 
Bill Office where they remain filed in the bank’s portfolio 
until they fall due. The portfolio is kept in long steel 
boxes which are locked up in the vaults every night. 
The bills sent by each branch are kept together in order 
of due date and separated from the rest by cardboard 
divisions. Thus the first division may be New Street, 
Birminghan Branch, after which will follow in order of 
approaching due date, '' 5th August, 6th August,” etc., all 
bills which New Street, Birmingham, have discounted during 
many previous months. The Head Office Bin Office keeps 
a large Bill Diary very similar to the diary kept by the 
branches. Instead of being entered under the names of 
customers, bills are entered under the name of the branch 
sending them up thus — 


4TH DECEMBER, 192 .. . 


Market Deighton. 


5 John St., Hackney. 


Date 

Received. 

Branch. | 
No. 

Amount j 

When 

Out. 

Date 

Received. 

Branch 

No. 

Amoimt 

When 

Out. 

7 July 

7 July 

8 July 

10 July 

4 Sept. 

16 Oct. 

7 Nov. 

1463 

1461 

1467 

1472 

1604 

1705 

1810 

132 

132 

13 

26 

85 

120 

85 

595 

19 

13 

7 

5 

8 

2 

3 

17 Sept. 
L.M. 

7 July 

1171 

1172 

16 

13 

29 

8 

5 

13 

4 
I 

5 
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Every Monday morning the Bill Diary is gone through 
for the following seven days and the bills taken out of the 
steel drawers corresponding to the entries in the pages of 
the Bill Diary of bills falling due on those dates. The 
bills are called over to make sure that every bill shown in 
the Diary as falling due is faken out and then the bills 
are sorted out into the channels through which they will 
be presented for collection — ^Town, Metropolitan, Country, 
sent direct to the nearest branch, Scotch, Irish to agents, etc. 

The Town and Metropolitan are sorted out into banks 
where they are made payable and made up into charges 
which are passed to the out-clearing departments each 
day that they fall due. If a bill is not presented in due 
course on its due date, the holder loses his rights against 
previous parties. It is obvious, therefore, that the posting 
and sorting of bills under their correct maturity date must 
be done with strict accuracy, otherwise if a bill is mis- 
sorted and cannot be found, the chances are that it will not 
be duly presented, and if unpaid subsequently the bank 
wiU be able to sue only the drawee who, being unknown 
to them, may not be worth '' powder and shot.'" On 
passing the bills through the clearing for collection, the 
Head Office Bill Office debits the various clearings with 
the charges and credits the bill accounts of the various 
branches as shown in the pages of the Bill Diary. On the 
same day each branch turns up in its Bill Diary particulars 
of the bills it has already sent to Head Office and which 
are falling due on that date. It credits Head Office BUI 
Account and makes a contra debit entry to Due Bills on 
its state. The amounts collected and credited by Head 
Office Bill Office to the various Branch Bill Accounts at 
Head Office should therefore agree with the amounts 
entered by branches to the debit of Due Bills on their states. 
(See page 239.) 

The portfolio of the bank is agreed every three months 
by taking the bills and machining them by branches. The 
total of each branch, that is, the total of the bills in its 
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division in the steel drawers, should agree with the balance 
of the corresponding Branch Bill Account. At half-yearly 
periods the balance having been agreed, the steel boxes 
containing the portfolio of the bank's bills are sealed and 
handed over to the Bank's ^auditors who independently 
check and verify the figures. 

Short Bills. 

It sometimes happens that a customer has bills coming 
into his possession, and not being in immediate need ‘of 
money, or finding the discount rate too high for his liking, 
prefers not to sell them ‘but to hold them until maturity. 
If he lodges them with a bank with instructions to collect 
them at maturity, they are known in the bank as “ Short 
bills " and are treated quite differently from bills the branch 
has discounted. Such bills are called short bills because 
at one time banks used to use a ledger with an additional 
column ruled in it in which were entered all such items 
** short " of the cash column. The term has no reference 
to the usance of the bill which may be payable three or 
six months ahead. Customers' bills for collection " 
would be a better description, but as a matter of fact no 
bank uses it. 

On receipt of short bills, the branch credits a Short 
Bill Account in the nanie of the customer, and debits Bills 
for Collection. This may seem to be a superfluous entry but 
is adhered to on the principle that although a bill is not 
cash, yet it can be converted into cash, and some record 
should be made when the bill is received in an account 
which must be made to balance with some other account. 
The customer's Short Bill Account is ruled as shown on 
page 320. 

Particulars are also posted in a Short Bills Diary, but 
instead of branches sending their short biUs to Head Office, 
it is the practice in most banks for branches to collect them 
themselves. Every day the maturing short bills are taken 
out of the dossier and sent in the charges through the 
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clearings. “ Bills for collection is credited and the 
various clearings debited. One or two days are allowed 
for the bills to be returned if they are unpaid and then 
“ Short bills ” is debited and the individual customers 
credited. Discount, of course, does not enter into the 
transaction at all, but a commission may be charged which 
is independently debited to the customers and credited 
to Short Bills Commission Account. 

Brokers’ Bills. 

In spite of the importance and space devoted in banking 
textbooks to the subject of brokers' loans and call money, 
a bank officer stands very small chance of ever being in 
the fortunate position where he wih be required to make 
loans on behalf of his bank. In actual practice the lending 
of call money to the market, even in a large bank, is carried 
out by one senior officer whose work consists in interviewing 
some twenty or thirty brokers every morning and fixing 
contracts by word of mouth. A considerable portion of the 
training of a barrister consists in acquiring a knowledge of 
writs of habeas corpus, petitions of right, the duties and 
powers of the judicial committee of the House of Lords, 
and such matters, notwithstanding that his chances of 
ever being required to apply for a writ of habeas corpus on 
behaH of a client are very small. Although there is not 
one in a thousand bank officers who has any practical 
experience of brokers' loans, yet it is just as well for him 
to have some idea how they are negotiated from the point 
of view of improving his general knowledge. 

As we have seen, a bank must maintain at the Bank of 
England sufficient money to meet the Clearing House 
settlement and all calls likely to be made by Head Office 
and branches for cash. On the other hand, it has various 
acceptances and other obligations falling due which it 
must provide for, but between these and what would 
otherwise be its balance on general account at the Bank 
of England there is an amount which would lie idle at the 
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Bank of England gaining no interest, and the joint stock 
bank, to get some return on it, and at the same time to 
have it readily available in case of emergency, lends it out 
at short call to the bill brokers and other members of the 
money market. The bill bjokers, as has been already 
explained, may be private partnerships or discount com- 
panies or the London offices of foreign and colonial banks : 
their position is very much the same. They have limited 
resources of their o^vn and they can make additional income 
by borrowing money at short call from the banks and using 
it to discount bills at a higher rate. 

Money may be lent '' over night and be definitely 
repayable the next day or at one or seven days' notice and 
be renewable from day to day. Under one type of agree- 
ment brokers agree to keep their loans covered by a certain 
margin of bills lodged as security. Money repayable at 
a day's notice cannot, of course, be lent by the banks at 
such high rates as money available for seven days. Every 
morning the senior officer of the bank in charge of the 
broker's loans inspects the bank's balance in the Bank pass 
book and confers with his colleagues as to the amount of 
money that shall be lent to the market that day. Every 
morning the bill brokers call at the offices of the banks and 
enter the manager’s room one at a time. Money is lent to 
the market, or recalled, in even amounts, usually of £25,000 
at a time. Brokers have a number of loan accounts running 
at the principal banks and they call every morning to take 
orders for the purchase of bills and to inquire whether their 
loans will be renewed. If the bank dechnes to renew the 
loan it means that the brokers have to go to another bank 
and borrow the money there to repay it. If they cannot 
borrow at some other joint stock bank they must go to 
the Bank of England in the last resort. On the other 
hand, rates of commercial discount may have fallen and 
they cannot profitably make use of the sums the banks 
are offering to lend. In such a case the banks have to 
lower their rates of interest. In this way the rate of 
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interest is very closely regulated by the supply and demand 
for credit. When a loan is not renewed, the broker, having 
arranged to obtain accommodation elsewhere, hands the 
bank his cheque and is handed back the bundle of bills 
he has lodged against it. Altjiough the amounts of money 
lent are enormous the agreements are made by word of 
mouth between the officer of the bank and the bill broker. 
The bills lodged are treated as securities and are kept 
quite apart from the bills bought from bill brokers and 
which, therefore, become the property of the bank. The 
bills lodged are usually previously sorted out into different 
classes of bank bills, first-class paper, etc., by the bill 
broker to suit his own convenience, and each bundle kept 
together with a rubber band. The bank checks the lists 
to see that they are ah there, and when the loan is recahed 
the biUs are handed back just as they were taken in. 

But besides obtaining funds by negotiating loans direct 
from the banks, brokers also re-discount bills with the 
banks. When a bank discounts biUs from its own cus- 
tomers it accepts them without reference to the maturity 
date. On some days in the month, on the 4th, on grocers’ 
and drapers’ settling days, more bills mature than on other 
days. A bank must even up its position by buying bihs 
which mature on intervening days, and for this purpose it 
employs the services of the biU brokers. Every morning 
when the biU brokers are interviewing the manager about 
the renewal of then call loans, the manager inquires at what 
rate the bank can buy certain classes of bills from them at 
certain maturities. The bill broker may not actually have 
such bills in his possession but he has a shrewd idea from 
which merchants he can buy them and is prepared to 
quote a rate. The bih broker buys them at one rate and 
re-discounts them at a rate a trifle lower. The difference, 
a sixteenth or thirty-second when rates are low, or an 
eighth or more when rates are high, is the gross profit the 
biU broker makes for his trouble. The bank has the 
additional guarantee of the bill broker’s credit. 
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Some brokers indorse every bill they re-discount but the 
generality do not go to this trouble, but sign a standing 
agreement acknowledging their liability for all bills they 
sell which are duly presented and subsequently unpaid. 
Although bills re-discounte(i by the brokers become the 
actual property of the bank, they are filed quite separately 
from the ordinary bills discounted by branches for customers. 
The manager of a bank has not time to inspect each indi- 
vidual bill and the bundles are gone through by the senior 
officer of the Bill Office to see they are of the quality they 
are claimed to be, first-class trade bills, bank acceptances, 
etc. Every now and again a bill is turned out which the 
bank will not accept as a fine trade bill, and a clerk is sent 
out to the bill broker to request him to give another quarter 
per cent on it or substitute another bill. There is a good 
deal of give-and-take in such matters, and as brokers are 
frequently very old customers of a bank, the bank will 
usually turn a blind eye to a few odds and ends slipped in 
by brokers provided they do not abuse their privilege. 
Bills bought from the brokers are entered in a diary and 
collected through the clearing in exactly the same way as 
the ordinary bills discounted for customers. 
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NEW ISSUES 

On page 54 a description was*given of the English capital 
market and the institutions which handle various t5rpes of 
loans. In the present chapter it will be explained in detail 
how an ordinary industrial loan is put on the market. 

The English System Compared with the American 
and Continental Systems. 

In most continental countries and in America even the 
largest loans are floated by a syndicate of banks formed for 
each particular issue. The advantages claimed for this 
system over the English system of sale direct to the 
public are — 

(1) Banks have better facilities for obtaining information 
about industrial concerns than private individuals, and 
are better able to assess their prospects. A reputable bank 
will not take shares in a semi-bogus concern and seU them 
to its customers. A bank has a moral obligation to see 
that its customers are not defrauded. 

(2) The customers of a bank have reasons to expect that 
if the issue goes badly, the banks being interested as large 
holders themselves will support the market and do what 
they can to maintain the price. 

(3) The sale of a large issue can be spread over a long 
period, and its flotation does not disturb rates of interest 
in the same way as a spectacular issue to the public. The 
London Stock Exchange markets are possessed of such 
huge capital that practically any loan can be sold without 
much disturbance to the market. In Germany the 
bourses are relatively weak and cannot digest new issues 
to the same extent as the London market. For this 
reason new issues in Germany have to be taken up by 
consortia of banks and distributed a bit at a time. 

(4) American banks which have not the branch system, 
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being single institutions, cannot get into touch with the 
investing public so quickly as an English bank with a 
thousand or more branches, on the counters of which it 
can place the prospectus of a company on the same day and 
thus advertise the issue to ^very class of investor in the 
kingdom. American banks and issue houses frequently 
employ staffs of bond salesmen to travel the country 
interviewing likely investors. Meanwhile the corporation 
making the issue is in need of the money and the only 
way of providing it is to form a syndicate of banks to 
underwrite the loan. 

(5) The expenses of printing a prospectus and making 
an issue direct to the public are very large. Single page 
newspaper advertisements are very costly and do not 
effect their object because the mass of people who read them 
have no money to invest. In England the bulk of sub- 
scriptions are obtained through the branches of banks and 
through stockbrokers. In the U.S.A. the cost of advertising 
a new issue sold direct to the public is so tremendous that it 
is resorted to only when respectable banks will not touch it. 

On behalf of the English system it may be said — 

(i) The issue of a prospectus is an act of the utmost good 
faith and the law is very strict in seeing that such prospectus 
contains no misleading statements. The fact that a large 
company does not make an issue direct to the public is 
generally considered a sign of weakness unless it is obvious 
from the nature of the loan that it would not appeal to the 
general public and it would be useless to advertise it 
extensively. When a company in this country is in diffi- 
culties and it wishes to raise capital, it usually sells the 
whole of the issue to an issue house and the issue house 
retails it to the public soon afterwards. The advantages 
of this plan are, first, that the company is assured of the 
money ; secondly, the public buy the shares from the issue 
house under an agreement of sale. If the company sold 
its shares direct to the public it would be obhged to issue 
a prospectus and make full disclosures of its position and 
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its contracts. When it sells to an issue house which 
subsequently sells to the public, no obligation is put on the 
company to issue a prospectus and the investing public 
usually do not know the price at which the issue house has 
bought the loan. Perhaps they would not buy it if they 
did. Foreign municipal corporations and foreign com- 
panies frequently sell their issues in London in this way 
because such loans do not appeal to the general investing 
pubhc. Smaller domestic corporations do so as well, 
because on the size of their issues the cost of advertisement 
is relatively great. It is considered a sign of weakness for 
a large industrial corporation to do so. 

(2) Some of the advantages claimed for the method of 
issue by syndicates would be feasible if banks in every 
case sold their issues to the public. There is more than a 
suspicion that certain banks in New York stick to the good 
ones and unload the bad ones on the market. Nearly all 
American banks and trust companies have organized large 
personal trust departments, and it is frequently said that 
banks use their trust departments as feeders for the sale 
of their bad underwritings. To satisfy the public that this is 
not so, several banks in New York advertise that they never 
invest trust money on behalf of their clients in issues in which 
they are interested as members of the issuing syndicate. 

(3) If any disturbance is caused in the London Money 
Market by the sale of new issues, the reason is thoroughly 
well known by persons dealing in it. In continental 
bourses and in the New York stock exchanges there are 
always hidden influences at work maintaining at artificial 
levels the price of stocks in which banks are interested. 
A sudden drop is nearly always a sign that the banks have 
cleared out of their holding and the price can thence- 
forward take care of itself. The details of S3mdicate 
operations are always kept very secret by the participants, 
and it is very unnerving to dealers in the market not to 
know what is happening. 

(4) Probably the greatest argument in favour of the 
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English system is that under it no bank has any excuse for 
tying its assets up in stock exchange transactions. When 
a syndicate operation is a failure the members of the 
syndicate have not only to maintain the price but also 
to keep the concern on it% legs. This means a further 
transfer of liquid into fixed and probably depreciating 
assets. A bank which is the sole or largest shareholder 
of a concern whose shares it has underwritten has to stick 
to its bargain through thick and thin, and the shares it 
holds become as unrealizable as its main premises. 

The Head Office New Issues Department. 

The way in which a company obtains an introduction 
to a bank for it to make arrangements to take in sub- 
scriptions, and make the allotment on a new issue of its 
shares, varies according to whether the company is a new 
company or is already a going concern. If it is a new 
company just being formed it will probably receive its 
introduction from the promoters. These are usually stock- 
brokers who make a speciality of that particular type of 
business. As a matter of fact very few new companies 
are brought into existence from nothing. Nearly all 
public companies are formed from smaller concerns such 
as partnerships and private companies. If the company 
making the issue is a going concern in need of new capital 
it will probably approach its own bankers first. It may 
have a large overdraft and the issue be decided upon by the 
advice of the bank as a means of paying off the overdraft. 
In the case of a foreign corporation which has sold the 
issue to an issue house, it will be a case of the issue house 
approaching the bank and making arrangements to put 
out the issue among the bank's customers. In lieu of a 
prospectus the issue house makes a statement which is an 
offer for sale and not subject to the stringent rules of law 
that govern prospectuses. A company in this country 
is not allowed to issue shares at a discount, and the company 
cannot make an allotment unless a certain proportion, as 
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provided in its Articles of Association, is applied for. 
The company does not want to overburden its prospects 
by making the rate of dividend, or the price of the shares 
or the priorities too attractive : on the other hand, it 
cannot afford to take any ch^ces that the shares will not 
be taken up. For this reason most companies have their 
shares underwritten. That is to say, they go to a firm 
of stockbrokers who undertake the class of business known 
as underwriting and the stockbrokers agree that if the 
shares are not sold they themselves will buy the remainder 
at the issue price. For this service they charge a com- 
mission the rate of which varies with what they consider 
are the possibilities of the shares being taken up by the 
public. If the issue goes well the underwriters receive 
their commission for taking no active part. If an insuffi- 
cient amount is sold the underwriters have to take up the 
remainder. Although they get their underwriting com- 
mission just the same, the only way they can get rid of the 
shares they are obliged to take is by selling them at a 
discount to the pubhc. Underwriting seems at first to 
be a very speculative business, but as a matter of fact 
underwriting firms split their underwritings among other 
firms in the same way that marine insurance underwriters 
divide their risks, and unless times are very unpropitious 
they make a fairly stable income. The company agrees 
with the bank on the general features of the issue, the price, 
the date so as not to clash with other issues, the payment of 
the instalments so as not to take money out of the market 
at awkward periods, whether the loan shall be distributed 
among as many as possible or whether it shall be restricted 
to a few, whether existing shareholders shall receive any 
priority, and so forth. The terms having been agreed upon, 
the prospectus is drafted by the company’s solicitors who 
are usually advised by other firms of solicitors having 
special experience in drafting such documents. The 
prospectus is then advertised in the newspapers and a 
supply printed which the Head Office of the Bank sends out 
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to its branches for them to place on their counters. The 
bank is not directly concerned, whether the issue is a success 
or a failure. The majority of subscribers are customers 
who obtain their prospectuses and forms of letter of applica- 
tion at the branches where tl 5 t,ey bank. Some are strangers 
who cut the application form out of a newspaper and send 
it along by post with their cheque direct to Head Ofhce. 

The resources of the investing public of this country are 
so tremendous that a loan, if it is going to go at all well, 
is usually over-subscribed within a few hours. The bulk 
of the applications are received by post from the branches 
on the first day of application. These may be more than 
sufficient to take up the loan, but a bank always takes a 
number of applications over the coimter at Head Office in 
order to give the general public a chance. Stockbrokers 
usually receive (under the terms of the prospectus) a com- 
mission, perhaps 2s. 6d. per cent, on the amount of the loan 
bought through them. Stockbrokers in most cases simply 
obtain a supply of prospectuses and stamp them with their 
rubber stamp. They receive a commission on any applica- 
tion letter bearing their name and, therefore, they are 
extremely obliging in letting Tom, Dick, or Harry have a 
prospectus and apphcation form. 

A bank prefers to close off the hsts as soon as there are 
sufiicient apphcations in to cover the loan and every one 
really anxious to subscribe for the loan has had a chance of 
lodging his application. If a large number of applications 
are accepted and the loan is very much over-subscribed, a 
great deal of additional work is thrust on the bank which 
has to send back overpaid amounts and spht applications 
into small allotments. Some industrial companies, how- 
ever, make a point of using the fact that an issue of their 
shares has been many times over-subscribed as a method of 
advertisement, and for this reason insist upon the list being 
kept open several days until all hkely applicants have had 
a chance of sending in an application. 

Among the subscribers there are always plenty of persons 
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who are not genuine investors but who are stagging/' 
as it is called, meaning that such people are bu3dng in the 
hope that the issue will go to a premium. If a loan is 
over-subscribed it is morally certain to go to a premium 
straight away. If a person^ knows the loan is already 
over-subscribed — and the news very quickly leaks out — 
and finds he can still lodge an application, he makes a profit 
with but little trouble. Moreover, if he knows the loan is 
over-subscribed, he is fairly certain that he will get only a 
proportion of what he applies for. He can, therefore, 
apply for much more than he has the means to take up. 
These considerations explain why some industrial issues, 
apparently not over-attractive, are yet ten or twelve times 
over-subscribed, open at a premium, and then fall to a 
discount when the first call is made. 

If the applicant lodges his application and cheque at a 
branch, the branch clears the cheque and credits the 
New Issue Department by Branch Advice, forwarding the 
application with others at the same time. Cheques taken 
in over the counter are cleared by the New Issue Depart- 
ment itself. The amount of the cheques and the Branch 
Advices representing the total of subscriptions are credited 
to a special Application and Allotment Account in the 
name of the issuing company. The application letters 
are consecutively numbered in the order they come to hand 
and entered up on an allotment sheet. A supply of allot- 
ment sheets is specially printed with headings and rulings 
to suit the terms of the particular issue. As a bank endea- 
vours to standardize the work of allotment as far as possible, 
the terms of most loans are very similar and the rulings of 
allotment sheets are very much the same except that the 
details, when calls are payable, etc., are naturally varied. 

An allotment sheet is frequently 2| or 3 feet wide, 
according to the number of columns corresponding to 
the various calls. For this reason it is impossible to 
reproduce one in its entirety. Examples are given on 
pages 332 and 333. 
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In the first column axe entered the consecutive numbers 
given to the application letters ; in the second, applicant’s 
name and address ; in- the third the amount of his enclosed 
cheque ; in the fourth, the number of shares applied for, 
set out in- groups 1-20,” etc. The totals of these columns 
show how the applications Sire distributed, so many for 
from 250 to 500 shares, etc., and the total of these columns 
gives the number of shares applied for. The lists are 
totalled sheet by sheet as the applications are entered, and 
the company’s directors informed hour by hour how the 
hsts stand. 

As soon as the loan is evidently over-subscribed the 
company may give orders to close the lists. When the 
decision is made to close the lists the totals are brought 
together on a summary sheet, and it has then to be decided 
how the loan shah be allotted. Sometimes it has previously 
been announced that existing shareholders shall be given 
priority, and they make their applications on special forms 
or otherwise mark them. This consideration applies only 
to shareholders of industrial issues, and does not concern 
municipal issues or bond issues. In some cases instructions 
are given by the company to give certain persons priority. 
These and similar instructions have to be attended to 
first, and whatever else is done, these applicants have to 
receive their applications in full. With regard to the 
remainder, the bank usually makes a suggestion as to how 
the shatres shall be allotted in a way that seems equitable. 
The final word, of course, rests with the company, but it 
usually accepts the bank’s recommendation so as to be 
above the grounds of any suspicion that it is favouring 
some interests at the expense of others. 

Banks generally prefer to distribute the loan over as 
many subscribers as is conveniently possible. Their 
idea is that the small applicant is a man of small means 
and deserves to have more of a good thing. Also they 
think that he is more likely to be a genuine investor and 
by distributing the loan among a number of persons, the 
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price is likely to be stable in the future. Knowing allot- 
ments are generally made on the basis of giving the smaller 
man a bigger share, many persons ^do not send in one appli- 
cation but split their applications into several amounts 
and send in application letters from a dozen or more 
addresses or in the names of a\core or so of relatives. This 
dividing of applications gives the bank a great deal of 
extra work and does not always attain its object, for the 
bank, acting on the instructions of the company, may 
pursue the opposite policy and allot to the big subscribers 
and ignore the small subscribers entirely. 

It is not easy to hit on a scheme of allotment which will 
suit exactly without giving too much to any class of 
apphcants. Usually the “ number of shares allotted '' 
column is figured out in pencil first, and if any abnormalities 
are noticed, the scheme of allotment is modified until 
allotments among the various classes of subscribers are 
equitably adjusted. The scheme of allotment is then sent 
round to the company and its sanction to allotting on that 
basis obtained before anything further is done. Obtaining 
sanction of the company may take some time. 

A ruhng having been obtained, the tedious process is 
continued of calculating what is due on each allotment. 
The terms of most loan issues provide that a certain amount 
shall be paid on application, a certain proportion on allot- 
ment, and the remainder of the calls at fixed intervals. 
In the case of the smaller allotments, usually allotted in 
full, the amount paid on apphcation is not sufficient to 
cover the amount due on allotment, and the subscriber 
must send the balance when subsequently he receives his 
allotment letter. 

In the case of the larger allotments which are not allotted 
in full, the amount paid on apphcation more than covers 
the additional amount payable on allotment, and a balance 
has to be returned to the subscriber. The sheets are cal- 
culated sheet by sheet, and the columns balanced across. 
In the case of shares issued at par the amount received on 
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application, plus the amount due on allotment, less money 
returned to subscribers, equals the amoxmt paid by appli- 
cants on application. Bonds may be, and frequently are, 
issued at a discount, in which case the agreement of the 
allotment sheets is a trifle more complicated. 

The next step in the process’ of issue is the writing up and 
posting of the allotment letters. The allotment letters 
are consecutively numbered to agree with the numbers on 
the sheets. The lower portion of the allotment letter con- 
tains a set of bank call receipts bearing the same number 
as the letter. The allotment letter recites that so much has 
been paid on apphcation, so much is due on allotment, 
leaving a balance due to or from applicant as the case may 
be. If the amount is due to applicant a cheque signed by 
the bank bearing the number of the allotment letter as a 
means of identification after payment is enclosed, and the 
first ticket for money due on allotment is torn off and the 
letter receipted for this amount. 

When a holder pays his calls he presents his allotment 
letter at the counter of any branch (unless it is laid down 
that payments shall be received only at Head Office) and 
tenders his cheque for what is due. The cashier receipts 
the letter for the amount and tears off the ticket, which he 
pins to the cheque for the time being. The cheque is 
cleared by the branch, and the total of the cheques it has 
received is credited by Branch Advice to the New Issue 
Department with a list of accompanying tickets, from which 
the New Issue Department post the remainder of the 
columns of the allotment sheets as the calls fall due and 
are paid in this manner. The money returned to customers 
overpaid on apphcation and allotment is debited to the 
Apphcation and Allotment Account, and balances due and 
paid by subscribers credited. The balance of the Applica- 
tion and Allotment Account, when the lists are completed, 
should agree with the total of what is due on apphcation and 
aUotment. A separate account is opened in the name of 
the company for each subsequent caU, and money received 
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over the counter or by Branch Advice credited to it. It 
frequently happens that under the terms of the loan 
apphcants may have an option, instead of having a balance 
due returned to them, to let it go forward in pa3mient of 
subsequent calls, the money meanwhile to bear interest 
at a specified rate. Those wko take advantage of this 
option must be credited with their calls in full. Sometimes 
instead of being given interest, subscribers are allowed to 
pay subsequent calls straight away at a discount equivalent 
to interest lost on the money paid before it is due. When 
such is the case a special table of discounts is calculated 
and enclosed with the allotment letter. Call Accounts are 
credited with the amount of the money received and any 
discount claimed, and the discount debited to a special 
Discount Account for Cash Calls. The balance of each Call 
Account should, therefore, equal the amount shown as 
due in the allotment sheets. 

The next step in the work is the issue of provisional 
scrip, in exchange for the allotment letters. The allotment 
letters usually contain a notice that provisional scrip will 
be ready by a certain date. An allotment letter is trans- 
ferable by indorsement but becomes an awkward instru- 
ment when a holder desires to sell a portion of the shares 
it represents. Provisional scrip is mostly issued in case 
of bonds and is in convenient denominations. It is a 
bearer security with call tickets attached like an allotment 
letter. It is usually not expensively printed and need be 
stamped only with a twopenny stamp. It is just a make- 
shift form of security until the definitive bonds are ready. 
When provisional scrip is issued a transferee takes it 
subject to the obligations attaching to it, and is liable for 
calls not already made in the same way as the holder of 
the original allotment letter. In the case of registered 
shares the allotment lists are handed over to the company 
as soon as the allotment is made and the company writes 
up its share ledgers from them. If a subscriber does not 
pay his calls he is liable to have his shares forfeited, but 



338 


ENGLISH BANKING METHODS 


this is subject to the decision of the Company's directors 
and the bank is not concerned. 

In the case of registered shares the company itself 
usually issues the share certificates in exchange for the 
allotment- letters. In the case of a bond issue the bank 
frequently makes the exchange of allotment letters and 
provisional scrip into definitive bonds. It is very seldom 
that definitive bonds are issued until all calls have been paid. 

The last stages of the work of allotment is the calculation 
of the commission due to brokers. A ticket is made out 
of the particulars of each letter of apphcation and the name 
of any broker stamped on it. These tickets are then 
sorted out into packets, one for each broker, and a list 
agreed of the total of what is due to each on the amount 
of applications evidently obtained from his office. 

The remuneration which the bank receives for the work 
of issuing shares is entirely dependent upon the individual 
bargain it makes with the company. The usual plan is to 
agree on a rough estimate beforehand, and an Expense 
Account is opened for the particular issue and to it are 
debited all expenses, postage, cost of printing, etc., com- 
mission paid to brokers, etc., as they occur. The balance 
of this account represents sheer out-of-pocket expenses due 
to the bank. The amount of the application money and 
calls is received by the bank and may be held by it some 
time before the company begins to draw the money out. 
This circumstance has to be taken into consideration in 
judging what is due to the bank for its trouble. Fre- 
quently the bank makes sure of its out-of-pocket expenses 
and strikes a bargain with the company for a round sum 
that will pay it for its labour and expense. The actual 
amount paid is known only to the higher management 
and as it may vary very much it is quite impossible to lay 
down any general rule of what it costs to put out an issue 
in this country. 



CHAPTER XIV 


OTHER DEPARTMENTS OF HEAD OFFICE 

The present chapter is concerned with the work of the 
Secretary’s and Registrar’s Offices, the Chief Accountant’s 
Office, the Intelligence Department, the Staff Department, 
and other departments. 

The Secretary’s and Registrar’s Offices. 

The secretary of an English bank is one of the statutory 
officers of the company whose signature is necessary to 
bind it on all contracts which are not connected with its 
ordinary business and which have to be made under seal. 
A primary duty of the secretary is to see that the statutory 
returns of shareholders, etc., are sent to the registrar of 
joint stock companies. He keeps the minutes of the board 
meetings and testifies to the presence of the necessary 
quorum of directors at meetings. In banks where no 
separate staff superintendent is appointed, the secretary 
is also an intermediary between the staff and the directorate, 
and when any question of a general nature affecting the 
welfare of the service as a whole is pending, the secretary 
brings it before the notice of the directors. The supervision 
of particular branches is looked after by the various 
inspection offices, and a complaint by a customer at a 
local branch is passed by the local manager through its 
inspection office to one of the assistant general managers. 
But it may happen that a question of policy affecting the 
bank as a whole is raised by some person or other bank, 
and the secretary has usually the task of including it in 
the agenda to be brought before the next board meeting. 
In a small bank the work of the staff superintendent, the 
engagement of staff, etc., and the work of the registrar are 
undertaken by the secretary, and the Secretary’s Office 
tends to become a rather larger organization than in a 
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big bank where these two distinct functions are looked 
after by special departments. 

The directors of a bank have a regular board meeting 
once a week at which the secretary attends and has all 
ordinary business such as the signing and sealing of share 
certificates previously prepared for the signature of two 
directors. The bank’s seal is unlocked in their presence, 
and the secretary appends his counter-signature to all con- 
tracts under seal as required by the Articles of Association. 
Besides this ordinary business the secretary prepares, 
during the week, a list of all agenda to be brought before 
the board for their decision, and this is set out in a circular 
in such a form that the directors can easily grasp its im- 
port without the trouble of reading through details. The 
agenda is divided into suitable headings, the more important 
business being put first so that it can be gone through and 
the various votes taken with the greatest expedition and 
the exact issue on each question kept clear. If directors 
require further information the secretary is present and 
can call in one of the assistant general managers to explain 
it and provide figures, etc. The chairman, who is usually 
working in the bank throughout the week, has already gone 
through the various points involved in every question of 
business pohcy, and usually carries the decision of the 
board with what he proposes should be done. 

The Secretary’s Office compiles statistics of a general 
nature relating to the amoimt of loans allowed and renewed 
during the week as compared with the previous week and 
previous year, etc. It is impossible for the directors to 
go into individual transactions in the time at their disposal, 
and one may say that, except in extraordinary circum- 
stances, the decisions of the board merely express their 
approval of the general principles on which the business 
of the bank is being conducted. 

The Registrar’s Department. In contrast to the 
share capital of many continental banks which is in the 
form of share warrants to bearer, the capital of almost 
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all English banks is in the form of registered shares which 

are held by private persons all over the country. In the 

Registrar’s Department a Share Ledger is kept in loose-leaf 

form, one account being opened for each shareholder. The 

account is set out as follows — 

■» 

LEDGER— ROD to ROW 
£12 Shares, £2 los. Paid. 

Richard Roe, 

II Gifton Terrace, 

Newport, Mon. 

Shipowner. 




Transferor 

or 

Transferee. 

Consecutive Nos. 





Trans- 

fer 

No. 

Date of 
Regis- 
tration. 

Sold. 

Bought. 

Dr. 

Cr. 

Bal- 

ance. 

Capital 

From 

To 

From 

To 





1237 

19.. 

23 July 

JohnHy. Smith 



1789 

1798 


10 

10 

25 

2341 

19 Aug. 

John Doe 

1789 

1791 



3 


7 

17 10 


Section 26 of the Companies Consohdation Act, 1908, 
provides that every company having a share capital shall 
once a year make a list of all persons who, on the fourteenth 
day after the first or only general meeting in the year, are 
members of the company, and of all persons who have 
ceased to be members since the date of the last return or 
(in case of the first return) of the incorporation of the 
company. The hst must show the names, addresses, and 
occupations, the number of shares held by each, and various 
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other particulars. Where shares are given a distinctive 
number, a register is compiled showing the number of the 
share with the name and address of each shareholder 
against it. Every time a transfer is registered, the name 
of a holder is struck out and the name of the transferee 
inserted. Once a year the books of the registrar's office are 
closed prior to the payment of the dividend, and the new 
hst is copied out and called over with the Share Ledgers and 
is used as the opening list for the ensuing year. Section 
30 of the Companies Consolidation Act provides that the 
register of members, commencing from the date of registra- 
tion of the company, shall be kept at the registered office 
of the company, and except when closed under the provi- 
sions of the Act, shall be open for at least two hours a day 
to the inspection of any person on payment of not more 
than a shilling for each inspection. The register, which is 
a copy of the list sent to the registrar of joint stock com- 
panies, is kept in a binder for each year, cross-indexed with‘ 
the previous year's list of numbers. 

The method of effecting a sale and transfer of registered 
shares in a company has already been described in Chapter 
VIII. The shareholder who has sold shares signs a 
transfer deed duly completed and witnessed. The buyer's 
broker usually lodges the transfer with the share certificate. 
The transfer is given a consecutive number and its receipt 
is recorded with its particulars in a Register of Transfers 
ruled thus — 


Date 

Lodged. 


Transferor. 
Name and 
Address. 


No. of 
Shares. 


Transferee. 
Name, Address, 
Occupation. 


Con- 

sideration. 


Initials. 


Brokers. 
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A pencil note is made in the Share Ledger, and the transfer 
is entered up in a Transfer Journal ruled as follows — 


TRANSFER JOURNAL 
OF £i2 Shares, £z ios. Paid. 


-TL 


Date. 1 

Transfer 

No. 

Name and 
Address. 

Folio. 

1 

1 No. of 
Shares. 

Numbers. 

Price. 

Con- 

sideration, 





j 





Folio. 


Transferee. 
Name and 
Address. 


Certificate 

Number. 


Ledgers. 


The Transfer Journal is used as the medium for posting 
the individual accounts of the shareholders in the Transfer 
Ledger and making alterations in the shareholders’ registers. 
The total number of shares in the names of holders must 
always remain the same (unless the bank issues more 
shares), but the number held by persons whose names 
appear in a certain ledger will vary ; and to enable the 
Share Ledgers to be sectionally balanced the number of 
shares transferred from and to names in each ledger, as 
shown by the outer columns of the Transfer Journal, are 
brought forward page by page in the Journal. The number 
of shares held by names in a certain register being known 
at the last time the ledgers were proved, that number, 
plus the number of transfers to names representing addi- 
tional shares bought, less transfers from, representing 
shares sold, should equal the number ascertained by taking 

23— (1926) 
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out a fresh list of balances from the accounts of shareholders. 
In this way each ledger can be proved by itself and the 
summary of the ledgers should give the total number of 
shares of the particular class issued by the company. A 
list of shareholders has to^be compiled for making out 
dividend warrants. A number of stencils previously cut 
and preserved are run through an addressing machine and 
the names printed first in long lists in alphabetical order. 
Every time a name is changed on the register the old 
stencil for a shareholder is taken out and a new stencil 
for the new name inserted with the rest in alphabetical 
order. The stencils can then at any time be used to print 
a list of shareholders or address envelopes whenever it is 
desired to circularize them. 

Section 31 of the Companies Consolidation Act, 1908, 
provides that a company may close its books after giving 
notice by advertisement in some newspaper for any times 
not exceeding in the whole thirty days in each year. A 
bank usually closes its books for a few days in January and 
July when a list of members is taken out with the aid of 
the stencil and addressing machine. The top of the warrant 
is worded somewhat as shown on page 345. 

The lower half is in the form of a cheque on the bank 
which requires the payee's discharge. A separate account 
is opened for each dividend and credited with the total 
amount to be paid. The dividend warrants paid by 
branches over the counter or presented through the 
clearing are checked with the dividend lists as they come 
through and debited in totals for each day to the account, 
the balance on which represents unclaimed dividends. 
If a shareholder accidentahy destroys his dividend warrant 
or loses it another will be issued to him on his giving 
a satisfactory indemnity. When dividends have been 
outstanding for a long time they are transferred to a 
Dividend Outstanding Account. Although if not presented 
within six years they are legally barred by the Statutes 
of Limitations, a bank always pays its dividends if a 
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reasonable explanation is forthcoming why they have not 
been previously presented. 

The Chief Accountant’s Office. 

The chief accountant is ^primarily responsible for the 
efficiency of the system of accounting and for the closing 
off of Profit and Loss Accounts and the getting out of the 
figures for the balance sheet so that it shows a true estimate 
of the bank's position as a whole. The work \oi the 
Accountant's Office may be summarized as follows — 

(1) It exercises a general supervision over the various 

accounts in the Day Book and particularly that of the Bank 
of England, cash remittances, and the various bill accounts. 
It has to see that the balance at the Bank of England is 
sufficient to meet all hkely balances in the Clearing House 
settlement, and it also looks ahead to see that none of the 
principal accounts exceeds what is considered its proper 
proportion to the rest. ** 

(2) From time to time some new feature of business 
requires some innovation in the system of accounting at 
the branches. It is essential in the efficient working of the 
branch system that the book-keeping of aU branches shall 
be standardized, and the Chief Accountant's Office has the 
duty of deciding what shall be done and advising branches 
to that effect. Particularly when a new branch is opened, 
the Chief Accountant's Office sees that it complies with 
the general regulations governing the system. 

(3) In addition to the daily state every branch once a 
week sends an abstract of its accounts. This shows the 
totals of the General Ledger accounts and full particulars 
of the number of current and deposit accounts, the names 
of new accounts and accounts that have been closed, and 
a summary of the cash balance. The abstracts are sorted 
out in sections of branches and totals got out for each of 
the items shown in the abstract, so that the result gives 
a summary of the accounting position of the whole bank. 
At half-yearly accounting periods every branch sends "a 
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full statement of its position for the half year, and a com- 
plete analysis of its general charges under headings of 
salaries and wages, rent, rates and taxes, gas and electricity, 
fuel, water, insurance, printing and stationery, newspapers, 
postage, telegrams and telephone calls, draft stamps and 
counter cheques, wages of cleaners, stores, repairs, furniture, 
travelling expenses. National Health Insurance, etc., which 
are so classified that they can be considered to include 
every class of charge likely to be incurred in the upkeep 
of a branch. These figures are consolidated so that a 
complete analysis of the expenses of working the whole 
bank can be put before the management, and if it is seen 
that what is considered as an undue amount is spent on 
a certain item, say, “ teas for staff or uniforms for 
messengers,'’ appropriate steps can be taken to reduce it 
in the future. 

(4) At half-yearly periods the branches credit Head 
Office with the profits from various sources and debit 
Head Office with their general charges and show a balance 
due to or from Head Office. It is obvious that the total 
of the credit balances of some branches balance against 
the total of the debit balances of others. 

(5) As will have been understood from what has been 
said previously. Head Office is largely composed of what 
may be called facilitating departments," that is depart- 
ments such as the Country Clearing, Coupon Office, Head 
Office Day Book Accounts, etc., which facilitate the working 
of the bank as a whole but do not directly earn large profits. 
The cost of the upkeep of Head Office has to be charged up 
to the bank as a whole, and the Chief Accountant's Office 
is responsible for bringing in the cost of the various 
departments of Head Office into its books. 

(6) When the position of the bank has been focused 
up by the consolidation of these totals into its general 
Profit and Loss Account, there stOl remain a number of 
considerations, what allowance shall be made for deprecia- 
tion of the bank's investments, what provision shall be 
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made for the proportiou 

matured but are not yet payable. 1 

others are strictly private and axe known y 

persons and the bank's auditors. 

The Intelligence Department. . , , 

As can easily be imagined it is general 

chairman of a large bank who has to a en 
policy 01 me 

administration, to keep touch th 

events of interest to it. Most of S , • ^ a^s 

what is called an “ Intelligence Depar information 

its name betokens, has the duty of co ec in ^ 

of a general nature from outside sources ^ 

way Lt it is readily available for the ^ 

general management when it is wanted. is 

is not usually sufficient to JnS Department 

organized department, and the Im g iq not 

usually undertakes also other classes o wor ^ 
directly connected with the collection ^ iicuallv 
The work of the Intelligence Department is y 

divided as follows — . , . ^ j oKovp 

(I) It conecto end ffleo the inlorootton mentton^ 
and, in addition, obtains any information speci 
for W the genertd management. The bank s ne^jents 
deliver every day a dozen or more newspapers c 
represent every shade of political opinion in e c 
In addition there are the reports of current events m the 
Houses of Parliament, reports of Pa-^ larnen a 
missions, reports of the Federal Reserve oar 
U.S.A., and various financial and economic ]Oum 
have to be read through for anything o in ^ 

reading of newspapers and periodicals ta es up e 
at least one man. Ho goes throngh ah these pap,^. hmng 
particularly careful to notice where the name o e 
or any of its officials are brought into prominence, 
also marks any information of a kind li e y o e c 
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for at any time or likely to be useful in checking other 
information kept in the office. Every paragraph in the 
newspapers containing information which, on the remotest 
possibility, may have to be referred to again is blue-pencilled, 
cut out, and indexed. 

(2) The department collects financial and other statistics 
and keeps statistical information filed in a way that allows 
figures relating to national and company finance to be easily 
turned up when they are wanted. The statistics of national 
finance are collected from the statistical abstract, the 
censuses and other Government publications and digested 
into a serviceable form. Statistics of the position and 
growth of other banks are minutely studied and compared 
with the corresponding figures of the bank itself as prepared 
by the bank’s statistician. The figures of exchange 
fluctuations are obtained from the trading department of 
the bank’s foreign department, and graphs elaborately plot- 
ted with a view to forming some judgment of the probable 
movements in exchange rates. In spite of what the general 
public is apt to think the successful exchange dealer fre- 
quently knows very httle about the laws of political economy 
or the important national events that govern the course of 
exchange rates in the long run. The probable movements 
in rates of exchange over the period of a year can be more 
conveniently studied in the tranquillity of a private office 
surrounded by blue books of importations and exportations, 
than amid the clatter and gabble of a dealers’ room with 
its dozen telephones ringing at the same time. 

The Intelhgence Department makes an effort, and some- 
times a very successful effort, to make money for the bank 
by prophesying the course of exchanges over a long period 
in order that the general management may have a chance 
of directing their policy so that their balances with foreign 
banks are sold out when rates are low (i.e. they get the 
largest amount in sterling for them) and they are able to 
make them up again when rates are high. For instance, 
in the autumn of 1921, the New York rate had been about 
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4.00, and this being the harvest time when rates with 
America tend in normal years to fall, the general public 
were naturally expecting that the rate would drop still 
further, it having been as low as 3.55 the previous year. 
The Intelligence Department of a certain bank, after study- 
ing the financial position of both countries and other influ- 
ences governing the future of exchange rates, came to the 
conclusion that rates were going to rise. Accordingly in- 
structions were given to the exchange dealers to get rid of 
as much of the balances of their dollar accounts as they 
could at the current rates. This meant that more T.Ts. 
were sold than bought and the balances held with American 
banks, usually amounting to many thousands of pounds, 
were reduced to a bare working minimum. ’ Three months 
later the rate had gone to 4.40 and the bank was able to 
realize a handsome profit by making up its balances to the 
former figure at the enhanced rate. 

(3) The Intelligence Department publishes the “ monthly 
circular '' of statistical and other information relating to 
currency, finance, and industry, which is gratuitously 
distributed to the customers of the bank and anyone that 
asks for it. A monthly circular generally contains a 
leading article on agricultural credit, German indemnities, 
cost of hving, or some aspect of public finance that has 
been in the mind of the public during the month. As has 
been already explained, information relating to the various 
divisions of public finance is constantly being filed away 
under various headings. When a bill comes before 
Parliament, or a commission tenders its report, the Intelli- 
gence Department has in its dockets information relating 
to the points at issue and, so to speak, a history in the shape 
of newspaper cuttings of the whole movement of which the 
bill or commission is the outcome. A digest of this informa- 
tion is made and printed in the form of an article as being 
of interest to customers. Since the bank has customers of 
every school of political persuasion, it is very careful not 
to alienate any by taking sides in any heated controversy. 
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Every point in the article likely to lead to controversy is 
carefully deleted and the article can seldom claim to be 
more than an accurate digest of facts and preceding events 
with a statement of inevitable conclusions. For this reason 
the monthly circular is ■ more frequently than not very 
colourless reading, and is no? widely read except in the 
Intelligence Offices of other banks and in the City offices of 
newspapers where it is highly valued for the accuracy of 
the statistical and other information it contains. Besides 
the leading article the monthly circular also gives reports 
from industrial centres describing the condition of industry 
all over England. This information may be summarized 
by industries or by districts. Lloyds Bank Circular, for 
instance, sets out the information obtained from managers 
all over the Kingdom under ten or twelve national industries. 
The Midland sets it out under the name of particular 
districts and mentions any aspects of trade in a locality, 
thus : '' Aberdeen, white fishing trade,'' “ Ayr, agriculture," 
'' Belfast, linens," etc. The information is compiled from 
the reports that are asked for and sent in by the managers 
of branches in these localities. 

(4) It sometimes happens that the general management 
wants at a moment's notice, information as to what is 
being done by certain companies in which it is interested. 
In the organization of American banks a specially organized 
Credit Information Department collects this information. 
No such department exists in the organization of an 
English bank, and for want of it the Intelligence Depart- 
ment carries out its duties on a smah scale. Sometimes 
a report is immediately required of the proceedings at a 
company meeting and a clerk has to be sent to take a 
shorthand report of what takes place. 

(5) The Intelligence Department in many cases looks 
after the bank’s advertisements. The officers in the 
Intelligence Department are constantly coming into contact 
with the city editors of newspapers. Besides the arrange- 
ments that have to be made for the publication of the 
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bank's balance sheet, which is as far as the rules of banking 
etiquette permit a bank to advertise openly, whenever the 
chairman or other important officer of the bank makes an 
official statement, arrangements have to be made to see 
that it is accurately reported and fairly commented upon. 
Besides the advertisements tliat are given to the important 
London dailies and financial monthlies, advertisements are 
put in country newspapers, and printers' blocks have to 
be sent. Before payment is made, the issues of the 
newspapers have to be verified as having contained the 
advertisement. 

(6) The Intelligence Department is responsible for many 
of the bank's handbooks, such as the lists of correspondents, 
the hsts of branches, etc., used in the internal administra- 
tion of the bank. The compilation of these handbooks 
requires strict accuracy and is very conveniently done by 
those who publish the bank's monthly circular and are 
otherwise familiar with the technicalities of printing. 

Credit Information and Enquiries. 

In America, owing to the multiplicity of banks and the 
disproportionate size of trading combines, it is common to 
find that a corporation keeps accounts and obtains loans 
from several banks contemporaneously. For this reason, 
in its dealings with a corporation a bank needs to be much 
surer about its credit information than a bank in England 
which is concerned with customers who seldom have 
accoimts or dealings with other banks. In an American 
bank it is common to find that a Credit Information 
Department is organized on very extensive lines and regarded 
as one of the most important departments of the bank. 
In an Enghsh bank there is no such centrahzed department, 
although Barclays have organized a Credit Information 
Department on much more extensive lines than any of the 
other banks. 

In an English bank, credit information about a customer 
is obtained by the branch manager in the locahty of the 
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concern and is filed in the Inspection Office at Head Office 
to which the branch belongs. If anything further is 
needed regarding his standing, a request for information is 
sent to the local manager. 

The Credit Information-- Department of an English 
bank is little more than a Correspondence Department to 
trace banker’s references applied for by other banks and 
references to other banks. English banks make it a 
practice never to answer queries from outside concerns 
about the credit of their customers, whether the information 
they are prepared to give is good or bad. If they are 
approached by another bank they will say in general 
terms what they know about a customer judging from the 
way he runs his account, making some general reference 
without committing themselves such as “is considered 
good for all ordinary engagements.” The work of the 
Credit Information Department, which frequently does not 
employ more than two men, consists in obtaining and 
passing on these references. Sometimes, in addition, cus- 
tomers request the bank to trace a petition in bank- 
ruptcy or to enquire about the credit of a firm through one 
of the commercial agencies. Of these Perry’s Trade 
Protection Office (W. R. Perry Ltd., established 1776), 
12 Coleman Street, and Seyd & Co.’s Banking and Credit 
Agency, 38 Lombard Street, are the better known. Banks 
make the rule never to answer credit enquiries over the 
telephone, and the representatives of the department 
spend a fair portion of their time walking from one bank to 
another obtaining information. 

Every branch keeps an enquiry book in which are copied 
the opinions given about any customer to another bank. 
Most branches also keep an index and set of opinion cards 
made out for ah credit enquiries made on behalf of cus- 
tomers. Unless the party referred to has given his banker 
as a reference, no information is given to the enquirer 
through wLich channel the information was received, 
and in most cases only its general import is passed on. 
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Very little effort is made to collect information beyond what 
is specifically asked for by customers and, as stated, 
business firms do not rely upon their banks but on the 
information bureaux of their trade associations for 
information concerning new customers. 

The Staff Department. 

Unlike a manufacturing concern which puts on the 
market a product which can be seen, handled and valued 
by the purchaser, a bank supplies a service the value of 
which is largely dependent upon the manner in which it is 
rendered to the customer by the bank's employees. For 
this reason the recruiting and maintenance of an efficient, 
well-mannered and contented staff are most important 
problems of bank organization. 

All the large banks recruit their staff from boys leaving 
school between the ages of sixteen and nineteen, and there 
is, except in unusual circumstances, no other way of entering 
the service of an English bank. At the close of the War 
and the following two years there were a number of young 
men who had held commissions in the army and had been 
studying at London and other Universities under the 
provisions of army educational scholarships granted to 
them on their demobilization. A certain number of these 
young men obtained situations in English banks, and in 
consideration of their age and service were given corres- 
ponding seniority. Lloyds Bank and the Westminster 
have made the experiment of recruiting university men 
rather older than their junior clerks, and occasionally 
foreign clerks are specially engaged to do foreign 
correspondence. 

For the most part it is exceedingly difficult for a boy over 
nineteen years of age to obtain a situation in an English 
joint stock bank without special qualifications which the 
bank intends to make use of. Moreover, if a clerk leaves 
a bank he has very poor chances of obtaining a situation 
in any other than a foreign or a colonial bank. Such a 
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system is perhaps not ideal, but it has one advantage 
over the system of recruiting clerks ready-made from the 
service of other banks or from outside employment. 
Although the chances of a particular man rising to be a 
managing director of an English bank are individually 
small, every man has the &,tisfaction of knowing that 
the manager himself and every other person connected with 
the bank, with the exception of the directors, began as 
junior clerks. The difference in salary makes no caste 
distinction. Moreover a boy, or rather his father, considers 
these circumstances as a special inducement whfen a 
candidate enters the service of a bank and is bound as an 
apprentice to serve for three years at a low wage. It 
would be a material injustice to existing staffs if the 
management were to bring into their services university 
men in considerable numbers on a special footing. 

Under present conditions, if a boy wishes to obtain a 
situation in a bank, he had first better get some officer of 
the bank or an influential customer to interest himself in 
his case. Failing this, he should address himself to a 
local J.P. whose name will carry weight with the local 
manager. At one time when a local manager wanted an 
extra junior, he went to the local schoolmaster and ihvited 
five or six of his more promising pupils to apply for the 
job. He then had them into his private room one evening 
and gave them each a bundle of paid cheques to sort into 
alphabetical order, and the boy who got his packet sorted 
first obtained the position. Recruiting of staff is no longer 
done in such a slipshod way and the more usual course 
now is to write to the local manager, if one lives in the 
country, or to the bank’s Staff Superintendent if one lives 
in London. Candidates are usually first interviewed by the 
local manager, who sends a report of the candidate with 
his photo to the Superintendent in London. If the boy 
appears to be of the right type the Staff Superintendent 
arranges for an examination paper to be sent to the local 
manager, and the boy usually answers the examination 
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test-paper in the manager's private room after business 
hours. The paper is marked by the bank's examiner in 
London, and if the boy's credentials are in order he is 
engaged at the local branch if there is a vacancy. 

Most banks make it a rule that all candidates shall 
pass their examination whether they have matriculated 
or not. Although the examination of most banks is 
below matriculation standard, particular attention is 
given to candidates' handwriting and spelling. Many 
candidates, otherwise well-educated, fail at the bank's 
examination because of bad handwriting or poor spelling. 
In nearly aU bank examinations one test consists in adding 
and cross-casting poxmds, shillings, and pence. Accurate 
casting is wholly a matter of practice, and if a candidate 
does not wish to appear too raw on entering the service of a 
bank, he cannot do better than spend an hour every 
evening for a couple of months before the examination 
practising at this tedious exercise. 

If a boy fails at the bank's educational examination, it 
will do no harm to ask to be allowed to sit again. If he is 
otherwise suitable the bank will not refuse to allow him a 
second chance. 

If a candidate has been successful, and the bank thinks 
fit to engage him, he is sent to the doctor for medical 
examination and, if found in good health and p^tysically 
sound, he is asked to fill in the various forms required of 
every candidate when he enters the service of the bank. 
These are — 

(1) A bond of secrecy that he \vill not divulge any of the 
affairs of the bank or its customers to outsiders. 

(2) A form of appHcation as a member of the Guarantee 
Insurance Fund of the bank. At one time banks used to 
require a boy’s father or relative to find personal sureties 
for £i,ooq for the boy’s fidelity. Personal guarantees are 
always unsatisfactory^ and in cases where defalcations 
occur, they are usually collected from the sureties with the 
greatest difficulty. For this reason the joint stock banks 
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made the rule that clerks should take out bonds of fidelity 
with an assurance company on their coming into the service. 
A policy of Fidelity Insurance, however, usually stipulates 
that before any guarantee shall be paid the offender shall 
be prosecuted if he can be found, and nothing paid if the 
prosecution fails. In this wa^ to recover the loss against 
which it was guaranteed, the bank had to pursue its legal 
remedies to the utmost severity bordering on vindictiveness, 
which in the case of extenuating circumstances it was 
loath to do. As joint stock banks grew larger the staff 
of a joint stock bank grew so numerous that an economy 
could be effected by instituting a fund of its own which, 
when a clerk proved himself dishonest, could be drawn on 
without the inconvenience and publicity involved in the 
prosecution of a former employee. The fidelity insurance 
premiums required of clerks were, in most cases, more 
than sufficient to meet occasional shortcomings, and it was 
felt that it was only fair to let a Widows and Orphans Fund 
benefit by the surplus. Thus grew up the system of 
Provident Funds as we know them to-day. The present 
system is that every boy when he enters the bank pays 
£i 5s. for the first month and 6s. 3d. per quarter until he has 
paid in £6 5s. All clerks are guaranteed in the staff 
guarantee fund for £500 in this way. When a man is 
appointed manager, or otherwise placed in a position of 
responsibility, where if he perpetrated fraud he could do so 
on a more extensive scale, the amount is increased to £1,000 
and in some cases to £2,000, and the newly-promoted 
manager has to pay instalments to cover the additional 
insurance. A number of small banks were not large 
enough to have Guarantee Funds of their own, and in most 
cases they compelled their clerks to take out a bond with 
an assurance company. The Bankers’ Guarantee Trust ^ 

^ The Bankers’ Guarantee Trust was established first in 1S65 as 
a general fund owned by member banks. In 1910 it was incor- 
porated as the Bankers' Guarantee Trust “ for the purpose of 
providing by means of a general co-operation among the persons 
employed in the banks of Great Britain and Ireland (including the 
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made a speciality of this business and insured hundreds of 
clerks in smaller banks all over the kingdom. Many of 
these small banks have been absorbed in the larger joint 
stock banks and their staffs taken over with them. Thus 
it happens that there are quite a number of men in joint 
stock banks who are still guaranteed by some insurance 
company or are backed by personal sureties, although 
the joint stock banks all have funds of their own. The 
joint stock banks, however, insist that all candidates 
coming into their service subsequently shall be guaranteed 
in the banks' own Guarantee Funds. 

(3) National Health Insurance. This is obligatory 
on aU persons entering the bank who have a salary less 
than £250. Payments to this fund are governed by the 
Acts of Parliament that make it obligatory. Candidates 
are at liberty to join any outside society if they prefer. 
Several of the joint stock banks have organized what is 
called the Bankers' National Health Society. A bank's 
society is usually found more satisfactory than an outside 
society because it knows the conditions that prevail in 
banks, and its members can obtain much more easily the 
benefits for which they subscribe. In order to protect 
itself from being imposed on, an outside society requires 
all kinds of evidence of illness before it wiU refund doctors' 
or dentists’ fees. A bank’s own society can verify informa- 
tion much more readily, and dispenses with aggravating 
formahties. 

(4) Mutual Provident Fund for Widows and 
Orphans. Most banks maintain mutual provident funds 
which all members of the staff are obliged to join. The 
funds are usually managed, and the rules relating to them 
drawn up, by a committee of the staff annually elected by 

Isle of Man) a fund to guarantee their employees against the fraud 
and dishonesty of their clerks and servants.” It had no share 
capital and in 1918, owing to the falling off in the number of its 
members due to the larger banks organizing their own funds, 
arrangements were made for the Alliance Assurance to take over 
its liabilities. 
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members of the staff. The rules generally provide that 
juniors up to their first three years' service shall pay into 
the fund a fixed sum and afterwards a certain percentage of 
their salary. Formerly banks strongly discountenanced 
their staff from marrying on less than a certain salary which 
a man usually arrived at about the age of 26. Although 
the primary purpose of the Mutual Provident Fund is to 
provide a pension for the wife and children of a member 
if he dies, it is recognized that many single men have 
equally just responsibilities, and in most cases a widowed 
mother under the regulations of the society is put on the 
.same footing, as regards benefits, as a widow. If a member 
leaves the service of the bank he is usually allowed a sum 
equivalent to the equity of redemption of the insurance, 
according to the number of instalments he has paid. 

The deductions from the salary of a clerk in a bank are 
made at the time he receives it, and he is paid the net 
amount and does not have to worry about making cash 
payments individually. In the case of a branch, the staff 
are paid the net amount and the full amount of salaries is 
debited to General Charges ; the differences due to con- 
tributions is credited by Branch Advice to Head Office 
for the respective Guarantee and Mutual Provident Funds. 
National Health Insurance is paid by the purchasing of 
insurance stamps and sticking them on the cards of members 
as provided under the Act, 

Lady Staff. It is only within the past twelve years 
that women have been employed in banks to any appreci- 
able extent. Previously to the War girls were employed 
as shorthand-typists, telephone exchange operators, and in 
charge of duplicating machines in some of the larger depart- 
ments of Head Office. There were practically no girls 
employed in branches. During the War girls were em- 
ployed in large numbers to take the place of the men on 
active service, and although in every case the men on their 
return were taken back into the service of the banks if they 
wished to resume, large numbers of girls were retained, 

24— (1926) 
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and their presence has now become regarded as a per- 
manency, During the War, owing to the shortage of men, 
women in many cases attained to posts of considerable 
responsibility, and in a few instances women were appointed 
managers of local branches. On the return of the men, 
equity demanded that the fnen should be given their old 
positions, and there are not many women now employed 
as cashiers on the counters or doing work beyond routine 
clerking, although many women have had ten or eleven 
years' service. Nevertheless there are a large number of 
women, at one time actually about half the entire staff of 
most banks, that do routine clerking which was formerly 
done by men. In many ways the change has not been to 
the disadvantage of the men. Before the War it was 
common to find that men continued for years to do routine 
clerking without any prospect of advancement simply 
because the work had to be done and there was no one else 
to do it but themselves. In the Clearing House, for 
instance, there were men, remarkably accurate and quick 
clerks, who had been pulling the handle of an adding 
machine for fifteen or more years. Most of this type of 
work is now done by women, which means that once a boy 
has completed his three years' apprenticeship, has learnt 
to add, and has, so to speak, masteied the tools of his 
trade, he has far better prospects of getting on to responsible 
work while he is young. Of course, in view of the findings 
of recent commissions on the Civil Service and the accept- 
ance of women in many of the classes of the Civil Service 
on equality with men, it may seem unjust to relegate the 
routine work and arduous clerical work to women without 
making any provision for their future advancement. How- 
ever, experience of bank life will convince most people 
that there are very few women in banks who aspire, at 
least at present, to anything much beyond their present 
duties. It is perfectly true that in the professions and 
in the arts women compete quite successfully with men, 
but in business it is seldom that a woman can be found with 
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strong enough personality and organizing power to take 
charge of and control men. The majority of girls take 
situations in banks at the age of nineteen or twenty, and 
their main object is to get their living for the time being. 
Girls are constantly leaving to get married and for other 
reasons, and as the service of l^anks is organized at present, 
it is scarcely conceivable that women could take charge of a 
branch or department staffed by men. 

Girls are usually engaged by a lady superintendent. 
So far none of the banks has a settled scale of salaries 
applicable to girls on the same lines as the scales for men. 
The salary a girl receives is usually dependent upon the 
individual bargain she is successful in making with the 
Lady Superintendent when she enters the service, and to 
this is added an annual increase until the maximum of the 
scale is reached. 

There is no hard and fast rule about the age at which 
girls will be taken into the service, though it is not usual 
for a bank to employ girls under eighteen. As a matter 
of fact the majority have had previous experience in other 
offices before they come into the service, and very few come 
straight from school. 

Girls are not subjected to any general educational 
examination beyond a speed test in shorthand and type- 
writing. For a girl seeking a situation in a hank these 
two qualifications are practically essential, although in the 
majority of cases girls are employed in sorting cheques, etc., 
and have no need for either. 

As in the case of junior male clerks, it is usual to obtain 
a reference from a customer, preferably someone who has 
influence with the bank, regarding girl clerks. A fair 
proportion of the girls coming into the service of banks are 
the daughters and relatives of managers and other members 
of the male staff. 

Messengers. Messengers were formerly almost entirely 
recruited from army and navy reservists who had com- 
pleted twelve or fifteen years with the colours or on board 
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ship. They were nearly all elderly men or men of middle 
age when they entered the service of banks, and on becoming 
too old to do much running about were afterwards engaged 
as night watchmen. They were a clean, erect, well-kept 
body of men ; but their common fault seemed to be that, 
having spent most of their life in the army, an occupation 
that demands the minimum of mental exercise and initia- 
tive, they were unfitted for clerical work and came into the 
service beyond the age when it was possible to teach them 
very much. Unlike the pages in an American bank, 
many of whom become clerks and subsequently officers 
in the bank, messengers in English banks are bound by a 
hard and fast rule to remain messengers all their lives ; 
the latter have their own cricket clubs and organize their 
social functions among themselves. A certain number of 
messengers are still obtained by applying to various em- 
ployment agencies for old soldiers, but in addition there is 
now a distinct tendency to recruit a younger type of man 
for work as lift boys and door-keepers. On completing 
a certain number of years' service these messenger boys 
become messengers, and later are sent to branches where a 
messenger lives on the premises. 

On retiring a messenger receives a pension and is usually 
given a job as night watchman if one is available. Messen- 
gers are obliged to contribute to Guarantee, National 
Health Insurance, and Widows Funds in the same way as 
clerks. 

The Staff Superintendent’s Department. Before 
the War the supervision of staff was left entirely in the 
hands of managers of branches or the departments where 
the clerks worked. The change of staff from one branch 
to another was treated as one of the duties included in 
general management, and the head of an Inspection Office 
at Head Office arranged changes of staff among the branches 
in his section. An Inspection Office generally corres- 
ponded to a section of branches brought into the bank’s 
system by the amalgamation of some smaller bank. 
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As part of the process of consolidation which has followed 
the formation of the “ big five/' there has been a marked 
tendency to reorganize branches on a geographical basis. 
Previous to this alteration the men taken over with an 
amalgamated bank were apt to remain at the amalgamated 
banks' branches which were 2ept in one division to itself. 
Even juniors entering the service of a bank, if put at a 
branch that belonged to one amalgamated, found them- 
selves in a small compartment of the service. The former 
system of organizing branches on an amalgamation basis 
had the advantage that it gave due consideration to the 
claims of the staff of an amalgamated bank and did not 
drag them body and soul into the service of the absorbing 
bank to which they had never been asked if they wanted 
to belong. The chief of an Inspection Office was usually 
a former manager of the amalgamated bank and was able 
to understand any inequities that might arise during the 
process of absorption. Since 1919 there has been a marked 
tendency in all the big banks to treat as one whole and not 
as separate units the staffs of their various component banks. 

Also it was one of the representations made by the 
internal associations that insufficient attention was paid 
by the management to individual cases. For these 
reasons most of the banks have now instituted what is 
variously called a welfare officer " or “ staff superin- 
tendent ” who has taken over from the Inspection Offices 
the various staff duties that formerly belonged to them. 

The chief duties of the Staff Superintendent are as 
follows — 

(i) He is responsible for the recruiting of junior clerks, 
arranges for their examination and their membership of 
the various Guarantee and Provident Funds mentioned 
above. In cases where clerks are guilty of dishonesty or 
improper conduct, the Staff Superintendent cross-examines 
them first and hears their statements before confronting 
them with the general managers who alone have the power 
of dismissal. It is extremely rare for a bank to dismiss 
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one of its employees unless it is for dishonesty, criminal 
negligence, or improper conduct such as drunkenness or 
betting. As can be expected, however, in the administra- 
tion of a staff of several thousand, an occasional delinquency 
does occur and has to be dealt with. 

(2) He keeps the record? of the progress of juniors. 
Juniors are not formally accepted as members of the staff 
until they have served a three years' apprenticeship. 
During that time, if the manager of the branch where they 
are posted reports unfavourably on their progress, the 
bank reserves the right of refusing to accept them. This, 
again, does not happen very frequently, but when it does 
the Staff Superintendent has the boy up and tells him for 
his own as well as the bank's good that he is not likely to 
suit and he is requested to resign. 

(3) He arranges for changes of staff other than the 
appointment of managers which usually rests with the 
joint general managers. Besides the changes that are 
necessitated by deaths, promotions, and opening of new 
branches, there are always a certain number of changes 
requested by members of the staff themselves. These and 
many other changes of staff have to be arranged to the 
satisfaction of individuals and managers of branches. 

(4) He has charge of the records of all members of the 
staff. The system of keeping these will be explained later. 

(5) He controls the Guarantee and Mutual Provident 
Funds and sees that all members pay their subscriptions 
in so far as what is due is deducted from their salaries and 
credited to Head Offices by the branches. 

(6) He has charge of the records of the messengers and 
makes arrangements for the supply of their uniforms. 

(7) He keeps the records of income tax paid on behalf 
of members of the staff. 

(8) He has custody of the records of members of the staff 
sent up by managers of branches from which the increases 
of salary are decided by the Committee of Management at 
the beginning of the year. 
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(9) He confers with the general managers on matters of 
policy relating to the staff and is an ex-officio member of 
most of the committees of the Internal Guild. 

The Classification of Staff. At one time the only 
opinion that was obtainable on the capabilities of a member 
of the staff was the opinion Aat the manager of a branch 
cared to give when he was asked. The Branch Inspectors 
were supposed to report any apparent shortcomings, but 
as can be surmised it is not possible for an Inspector to 
form a fair view of the capabilities of every member of a 
branch after a visit of only a week's or fortnight's duration. 
As part of the general re-organization of staff control, 
banks have now instituted at centres in their systems 
Staff Superintendents who are the deputies of the Staff 
Superintendent in their particular district. It is their 
duty to visit periodically every branch in their district 
and send in a report upon every member (with the exception 
of the managers, whose capabilities are assessed by the 
general management at Head Office) and to classify them 
into A, B, C, and D categories. Consequently there are 
now provided two independent methods of checking the 
capabilities of members of the staff. First there are the 
reports sent in every year by the managers of the branches 
which give the particulars of the work that each member 
of the staff is doing, and secondly, there are the independent 
reports sent in by the Staff Superintendents and Inspectors. 

The categories A, B, C, and D are understood to mean : 
Good, Satisfactory, Unsatisfactory, etc. An exceptionally 
good man is marked Ai. As can be imagined, not every 
person forms the same opinions as to the claims of a man to 
be included in any one of these categories. Some Staff 
Superintendents take a more liberal view of shortcomings 
than others. However, the Staff Superintendent, in 
making his reports to the management on the basis of 
which the annual rises are decided, allows for the bias 
of his Assistant Staff Superintendents in the country 


areas. 
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The Records of the Staff. The first step in com- 
piling the records of the staff of a large bank is to preserve 
a list of all its employees in alphabetical order. Since all 
members of the staff belong to the Guarantee Fund, it is 
convenient to keep the list of the staff in the form of a card 
index, giving merely the natne, manager, clerk, messenger, 
or watchman, and the folio of the Staff Ledger where his 
full particulars will be found. 

The Staff Ledgers. Since each branch manager is 
held responsible for the working of his branch, in checking 
the results of his administration it is particularly necessary 
to have a complete record of the men he has under him, 
their experience and salaries. The list of staff grouped 
under the branches where they are serving is kept in a 
bound book, one folio or more being devoted to each branch, 
and the names arranged in descending order of salary. 
The book is usually called a Staff Ledger, but the title is a 
misnomer save that there may be a slight resemblance 
between it and a ledger in so far as a change of a man from 
one branch to another necessitates the making of a note 
against his name under one folio and inserting it under 
another. 

Changes of staff, deaths, retirements, resignations are 
first entered up in a transfer book and the postings made 
once a fortnight or once a month. The ledgers are usually 
divided into sections corresponding to the sections looked 
after by the Inspections Offices. The total belonging to 
a certain section at the beginning of the month is known. 
This number, plus additions, plus or minus changes, minus 
resignations, minus deaths and retirements, should, as 
shown by the transfer book, equal the number of men 
serving in the section of branches. By combining the 
totals for the Staff Ledgers it can be seen at the end of the 
month whether the total staff of the bank is diminishing or 
increasing. 
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FOREIGN DEPARTMENTS 

Before the War it was accepted as a truth, which could 
visibly be verified, that fluctuations in rates of exchange 
were caused by diminution or growth in the balance of 
indebtedness between countries. This rudimentary theory 
that rates of exchange are governed by the balance of 
trade has since the War been exploded and replaced by 
theories arising out of the differences in relative purchasing 
values of currencies. The modern theory which is generally 
associated with the name of Gustav Cassel, who was the 
first eminent economist to advocate it, no doubt provides 
a better explanation from the point of view of sound 
economic science. It is, however, very hard to follow when 
one considers the factors which govern fluctuations over the 
short period. It is notorious that the best-paid advocates 
have relatively httle knowledge of law and the most 
eminent jurists turn their minds to the untying of intel- 
lectual knots in jurisprudence because they cannot get 
clients to trust them with cases. The careers of John 
Austin, Jeremy Bentham, and Blackstone certainly go 
to prove that science and practice do not always ally 
themselves. It is equally true that bankers dealing in 
foreign exchange are concerned only with the conditions 
of the market as they find it, and the main factor governing 
the rates they offer is the rate they take from the market 
at which they can cover profitably their transactions. 

Factors Governing Rates of Exchange. 

The simplest way of deciding whether some event, say, 
the payment of indemnities or the raising of a foreign loan, 
will affect foreign exchange rates is to look at it from the 
point of view of how it will affect the balances of currency 
held by English banks with banks abroad. Every bank 
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which is carrying out foreign exchange business in London, 
that is to say, is selling cable transfers or drafts, must 
maintain corresponding currency accounts with banks 
abroad to meet those cable transfers and drafts. The rate 
which a bank quotes is, therefore, largely dependent upon 
the ease or relative difficulfy it has in maintaining those 
balances. If it finds its balances are falling and it cannot 
buy transfers in the market or foreign bills to replenish 
them, then it will tend to demand a higher price in sterling 
for further drafts or transfers on those balances. If one 
looked at the currency account of an English bank kept 
with, say, an American bank, one would find that it was 
built up by the following types of remittances — 


Dehit. 

1 . Cable transfers bought. 

2. Dollar cheques bought and 

remitted. 

3. Dollar bills bought and 

remitted for collection and 
credit. 

4. Coupons payable in dollars 

remitted for credit of the 
account. 

5. Drawn bonds remitted for 

credit of the account. 

6. Obligations such as travellers' 

cheques issued by the foreign 
bank in dollars and settled 
by remitting them to the 
foreign bank for credit of 
the account. 

7. Dollar credits held as part of 

the general balance on 

behalf of customers. 

8. Exchange bought to cover 

future sales. 


Credit. 

1. Cable transfers sold. 

2. Sight drafts and cheques 

sold. 

3. Obligations entered into by 

'the foreign bank and settled 
by the foreign bank debit- 
ing the account. 


There is obviously no difficulty in proving that if England 
increases her exports to the U.S.A. more drafts will be 
drawn on American banks and firms. These drafts will 
be remitted to American banks for collection, and the 
balance of doUars held by English banks wall tend to 
accumulate, and English banks will give more doUars per 
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£1 sterling to reduce their balances to normal proportions. 
Thus, provided one knows how the particular financial 
transaction is going to be handled, one has no difficulty 
in deciding what will be its effect on foreign exchanges if 
one reahzes that banks must keep their balances at normal 
proportions, and any tendenc;^ for balances to accumulate 
or to diminish is met by a rise or a reduction in rates to 
encourage or hold back would-be purchasers. Thus, 
supposing a British firm raises a loan in the U.S.A., the 
loan is paid into an American bank for account of an 
English bank. English bank finds its dollar balance 
growing unduly large, and in order to reduce it the English 
bank sells dollars cheaper. In other words the rate tends to 
rise. When the British firm begins to pay the interest 
on its loan the effect is the reverse. It has to provide 
funds in New York to meet its maturing indebtedness. 
The English banks have difficulty in maintaining their 
balances and they sell dollars dearer. In other words the 
rate tends to fall. 

Similarly, if American tourists come in greater numbers 
to England they will cash more travellers' cheques drawn 
on American banks. Those cheques will be sent to 
American banks by English banks for collection and credit 
to their accounts, the dollar balances will be increased, and 
the dollar will depreciate. In other words the rate will rise. 
Like any other price, the price for a currency is governed 
by the supply and demand for it. During the War the 
British Government was importing huge amounts of war 
material from the United States, and England was exporting 
practically nothing to pay for it. The British Government 
could not have bought sufficient exchange in the market 
to pay for its imports except at ruinous rates, and in order 
to provide funds it conscripted all American securities 
held by persons in this country and had portions of them 
sold from time to time in New York by the firm of J. P. 
Morgan and the money put to its credit with certain 
American banks. It then paid for its commitments by 
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selling drafts at a fixed rate, and the rate was pegged in 
this way at 4*765 until March, 1919. Whenever there was 
an increased demand for American exchange owing to 
further importations of war material, the British Govern- 
ment instructed its agents to sell more securities. The 
interest on these securities was formerly a considerable 
addition each half year to the balances held by British 
banks with American banks. When the peg was taken out 
of the exchange in March, 1919, and securities were no 
longer sold, English banks quickly found they had difhculty 
in maintaining their dollar balances, and the rate in 
November, 1920, went as low as 3.15 to the £. Since then 
English exports have increased and English banks have 
now less difficulty with the result that exchange has 
touched 4*8i and it is confidently expected the former 
gold parity of 4*866f will one day be regained. 

During the last century the leading authorities on 
foreign exchange problems were bankers who spoke having 
in their mind always the immediate problem, namely the 
causes which bring about an accumulation of deficit of 
foreign exchange funds abroad. In those days the majority 
of foreign exchange transactions involved the purchase and 
sale of foreign bills, and if one asked why there was a 
surplus of foreign bills on the market at one time and not 
at another, it was considered a perfectly good and sound 
reason to suggest that there was a balance of indebtedness 
one way or the other arising out of a difference in the balance 
of trade. In those days there was a free gold market, and if 
exchange went below a certain figure when it became 
profitable to ship gold, gold would be shipped, or if exchange 
went above a certain figure when it became profitable to 
send gold to this country, gold would be imported. During 
the War, under the provisions of Section 33 Eee^ of D.O.R. A., 
it was made a penal offence to export gold. Foreign 

^ Now included under sections i and 2 of the Gold and 
Silver (Export Control, etc.) Act, 1920, which remains in force 
“unless Parliament, otherwise determines “ until 31st December, 

1925- 
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countries passed similar laws and to-day, since it is impos- 
sible to ship gold, there is no limit to which rates of exchange 
may not vary. 

The moment one asks why one country exports to another 
more goods at one time than another, one finds oneself 
involved in the intricacies of* the theory of foreign trade 
and relative purchasing prices. According to Professor 
Cassel ^ '' our willingness to pay a certain price for a foreign 
money must ultimately and essentially depend on the fact 
that this money has a purchasing power as against com- 
modities and services in the foreign country. On the 
other hand, when we offer so much of our own money, we 
offer, in fact, a purchasing power against commodities and 
services in our own country. Our valuation of a foreign 
money will, therefore, essentially depend on the relative 
purchasing power of the currencies of both countries/' 
This is no doubt a better explanation from the point of 
view of abstract economic science, but it is hard to attempt 
to deduce anything by applying it to concrete realities. 

Early physicists defined the unit of heat, a calorie, as the 
amount of heat required to raise the temperature of one 
cubic centimetre of water one degree centigrade. Modern 
physicists indisputably prove that this conception is 
entirely wrong and that heat is due to vibration of molecules. 
No one thinks of appl3fing this advanced theory to the 
problem of filling a hot-water bottle, and, similarly, no 
exchange dealer when he is speculating what the rate of 
exchange will go to in the near future does more than 
estimate the probable demand for exchange and the 
relative supply of funds abroad. The business man looks 
upon price level " theories of foreign exchange as '' some- 
thing like the far-off stars, very elevated, but so far removed 
from the realities of this world that it throws no effective 
light on them.” 

If he is asked to explain why German marks have gone to 
30,000,000 to the £, he wifi point out that when a currency 
1 The World's Monetary Problems, Gustav Cassel. Page 36. 
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becomes hopelessly depreciated (as Austrian kroner, 
German marks, etc., are at present), trade no longer exists, 
and the rate of exchange does not represent the equation 
of supply and demand for exchange arising out of trade 
transactions but is a betting rate at which purchasers or 
bulls can be found in sufficient number to pair against the 
sellers or bears in the particular exchange. The betting 
rate is subject to the opinion of what people think will be 
the future of the exchange, and their opinion is influenced 
by political events, reparations, etc., which have no direct 
connection with general levels of prices or any other 
economic phenomena. Trading demands become secondary 
factors, and genuine trade transactions are settled at a 
rate taken from the market which is decided by the vagaries 
in the opinion of speculators. If a banker knows that a 
foreign government is issuing irredeemable paper by the 
ton, he does not need much knowledge of quantity theory 
of money and relative purchasing prices of currency to 
realize that the balance of money he holds in that country 
will soon be worth very little, and he will not buy further 
transfers to his account unless he is offered a rate which 
makes the currency dirt cheap. 

The London Foreign Exchange Market. 

Prior to the War London was not an important market 
for foreign exchange. At that time the sterling bill was 
supreme, and if a foreign merchant had a sum to remit 
to this country, he bought a sterling draft. The credit and 
reputation of English banks and merchants stood so high 
that a large bulk of the imports entering this country were 
financed directly without opening any import credit with 
a foreign bank in favour of the foreign exporter. The 
bulk of foreign exchange business in London prior to the 
War involved the purchase and sale of long bills payable in 
foreign currency, and for this purpose merchants met at 
the Royal Exchange twice a week. It was only in igo6, 
when the Midland Bank began to deal in the market, that 
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joint stock banks transacted' foreign business at all save 
through the intermediary of some dealer. Till then the 
market was made up of the merchant bankers and agencies 
of the foreign banks. Even after the majority of joint 
stock banks advertised that they were prepared to do 
foreign business and exhibited their “ foreign exchange ” 
medallions in their windows, they did not cater for more 
business than was brought by^ the needs of their domestic 
customers. 

Since the War the position has totally changed. The 
joint stock banks are now the most important dealers in 
the market, and instead of business being done mostly by 
dealers meeting in the Royal Exchange to sell long bills, 
nearly all transactions are agreed by telephone and nearly 
all dealings are done through the intermediary of a broker. 
Even before the War a class of broker had come into 
existence whose business was not to deal or speculate for 
his own account, but to pair up transactions between his 
clients, who were mostly the joint stock banks and the 
larger dealers. These exchange brokers used to call every 
morning at the offices of the larger banks and take their 
orders, in the same way as ordinary biU brokers instructed 
by a bank to buy bills for its account. Occasionally an 
order would be received by telephone from Paris, but most 
business with foreign centres was arranged in leisurely 
fashion by letter. There was a fair amount of arbitrage 
business, but it involved principally the differences in the 
quotations on stock exchange securities. Differences in 
exchange rates were very slight, and to realize any profit 
worth taking, operations had to be conducted on a large 
scale. Rates nevertheless were much firmer, and for that 
reason arbitrage transactions could be arranged by letter 
without fear that a change in rates would involve the 
arbitragist in a loss. 

Nowadays the manner of doing business has totally 
changed. The Royal Exchange has not met since Decem- 
ber, 1920, and all transactions in the London market 



374 


ENGLISH BANKING METHODS 


are made by telephone through the intermediary of a 
broker. The dealers never deal crt*lctly with each other' 
as do the banks which make up the exchange market in 
continental centres, and brokers no longer call at the 
offices of the joint stock banks but take all their orders 
by telephone from the dealing offices of the foreign branches 
of the joint stock banks and the other dealers in the market. 
Arbitrage transactions are common, but they are arranged 
by telephone. 

Differences in exchange rates are frequently very wide 
compared with the fractional differences that arose before 
the War. On the other hand, exchange rates fluctuate so 
rapidly that a dealer has to arrange his sale and purchase 
contemporaneously in order to snap up his profit while he 
can. The brokers do not themselves deal ; at least they 
are supposed not to. Their duty is to pair off the order 
to purchase of one client against the order to sell from 
another at a rate which is acceptable to both. 

The brokers are frequently not firms possessed of large 
capital. It used to be said that ''all the money a broker 
required was sufficient to hire a typewriter and buy a silk 
hat.'' Before the War there was not a large number of 
brokers, mainly owing to the fact that banks preferred 
always to use the same brokers, and also a certain amount of 
business was done directly between the dealers. Since the 
War a number of smaller broking firms have come into exist- 
ence, and there are forty or fifty at present in the London 
market. In many cases the partners in these firms were 
formerly officers in the dealing rooms of banks who, seeing 
the brokers were making comfortable incomes while they 
themselves were dependent upon banks for fixed salaries, 
have quitted their employ and gone into partnership with 
existing brokers or set up new partnerships of their own. 

The broker, as stated, merely exchanges one order for 
another. He is not concerned with the rate, provided it 
is acceptable to both. His function is to bring buyer and 
seller together in the minimum of time, and he makes his 
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profit by charging a commission on the amount of currency 
bought or sold. The^^^mmission varies with the particular 
currency — Jth per mille is the usual rate — though for some 
currencies, such as German marks which are hopelessly 
depreciated, and enormous amounts bought and sold 
represent trifling sums in sterling, the rate of commission 
is very much higher. 

On making a deal the broker sends round to buyer and 
seller a note confirming the particulars and claiming his 
brokerage on the transaction. The following is a specimen 
of the wording of such a note — 

No 686 

Date 14M July, 19 

Parker, Thomas & Co., 

8 King William Street, 

London, E.C.4. 

Telephone : Central, 4731, 4732, 4733. 

A. B. C. Bank, Limited, 

Fenchurch Street, 

BOUGHT FROM 
Messrs J. Stamm Co., 

2 T okcnhouse Buildings. 

Marks : 50,000,000. Berlin at 1,000,000. 

Value : i^th July. Brokerage : izs, 6d. 

Please advise by return if Contract is not in order. 

Dealing in foreign exchange is a type of business which 
must be carried out by one person who must have his mind 
fully occupied with what he is doing. There is no room for 
consultative committees in a dealer's room, and although a 
dealer may be given instructions of a general nature as to 
how he shall operate and what balances he shall keep with 
certain banks, no limitation is otherwise put on his authority. 
Other dealers must always have the assurance that a deal 
mutually agreed upon will be carried out, whether the 
representative of the other bank realized what he was 

25— (1926) , 





FOREIGN DEPARTMENTS 


377 


doing or not. Accordingly it is common to find that the 
whole of the exchange dealing of a large bank is carried out 
by two men, though there are usually two others who 
arrange transactions with the public for smaller amounts 
on the basis of the rates obtained by the other two from the 
market. The equipment of a* dealing room consists of a 
telephone switchboard and a half-dozen or more telephone 
receivers, as shown in the illustration of the Dealing Room 
of the Midland Bank on the opposite page. Each telephone 
is connected by private line to some twenty or twenty-five 
brokers which the bank commonly employs. The one 
dealer usually keeps in communication with these brokers 
in the London market, and the other (who is usually a 
fluent linguist) attends to orders and enquiries received by 
telephone from foreign centres. The majority of foreign 
calls are received from Paris, but there are a fair number 
received from foreign banks in Brussels and Zurich. 

The other two representatives of the dealing room are, 
properly speaking, not dealers. There is a growing market 
in foreign exchange in Liverpool, Glasgow, and many other 
provincial towns, but the dealers in those towns follow very 
closely the rates obtained in the London market and are 
continually ringing through to know whether certain 
currencies can be bought in the London market at certain 
rates. In addition branches of the bank in the Metropolis 
and in the country are continually buying small amounts 
of currency from customers, and these branches are ringing 
up for rates and stating their commitments so that they can 
be covered by a corresponding purchase or sale in the 
market. The two senior dealers cannot have their minds 
distracted by these relatively unimportant calls, and to 
attend to them the other two dealers keep a separate dealing 
sheet working on the basis of the rates quoted from time 
to time by the senior pair, and before the end of the day 
the senior pair cover the balance of their commitments by 
a corresponding sale or purchase in the market. 

Certain brokers tend to specialize in certain exchanges 
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and a bank does not ordinarily use more than twenty or 
twenty-five brokers with whom it is connected by private 
wire. ^ The continental exchanges and American and 
Canadian dollars are the currencies most frequently dealt 
in. There are some currencies, such as Australian and 
South African pounds, rupees, Turkish and Egyptian 
pounds, in which an English bank has very few dealings 
on its own account. Australian and South African 
exchange is almost wholly in the hands of colonial banks 
which have offices in London. The Australian and South 
African banks work in very close agreement with each 
other and practically settle the rate between them. When 
an English bank has occasion to buy or sell exchange on 
these two countries it nearly always puts the transaction 
through the London office of one of the colonial banks. 
Similarly, rupees, yen, Chinese taels, and other eastern 
exchanges are in the hands of a limited number of Eastern 
banks. 

The market opens about 9.30 in the morning. The 
dealers usually confer with the higher management the 
night before, and make up their mind first thing in the 
morning what will be the general trend of their operations. 
The first thing they look at is the position sheet showing 
how their balances are held with the various banks abroad. 
American banks go to extreme pains to calculate how the 
proceeds of remittances, T.T.s cheques, bills, etc., in course 
of collection will increase their balances. An English bank 
does not go to quite such pains, the reason being that in 
most cases it is much nearer to the foreign centres where 
balances are held and can obtain information by telephone 
how its balances stand. Moreover, the position sheet of an 

^ The following are a few names of well-known brokers : Budding 
& Dunkin, 346 Winche.ster House ; Flindt, Figgess & Duke, 10 
Union Court ; Glynn, Baumann & Belier, Broad Street House ; 
Gooding & Hodgson, 5 and 6 Bucklersbury ; Harlow & Jones, 
74 Coleman Street ; Hind & Spillan, 20 Copthall Avenue ; A. E. 
Jolivet & Co., 839 Salisbury House ; M. W. Marshall & Co., 33 
Nicholas Lane ; Edward B, Meyer, S Drapers’ Gardens ; Quin, 
Cope & Co., Royal Exchange ; Smith & Witten, 4 Angel Court ; 
Stanley VTal <.^ Co., 61 Old Broad Street. 
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English bank is comphcated by the fact that other branches 
are dealing in small amounts, on the basis of the rates 
furnished by the dealing room who do not know their 
commitments until the following day. 

Each dealer has in front of him a sheet of rates showing 
the rates he receives from the^iarket throughout the day. 
He keeps another sheet of the amount of his purchases and 
sales, and these he increases or reduces on the basis of 
keeping his balances at a normal level. When a quotation 
is asked for the dealer sometimes quotes two prices, one at 
which he is willing to sell and the other at which he will buy. 
Thus, if he quotes American dollars at 4*81-82, this means 
he will sell at 4*81 or buy at 4*82. The rate understood in 
the market is nowadays always the cable transfer rate, and 
all other rates (the rate for sight drafts, for coupons with 
insurance, and for long bills) are calculated on the ultimate 
basis of the cable rate, allowing for loss of interest until such 
purchases become available. 

A dealer who is closely following the market should be 
able at once to quote a price for any currency ordinarily 
dealt in. It is, however, a common experience, in 
ringing up some dealers for a rate, to be asked to wait for 
a moment, the reason being that they are nervous of 
quoting a rate themselves until they have rung up a broker 
to make sure that they can cover themselves in the market 
at the rate they are prepared to quote. Such so-called 
dealers are not really dealing ; they are merely taking rates 
from the market and charging their customers for the 
privilege of knowing what they are. Of course there is 
some excuse when a dealer is asked for a quotation in a 
currency for which he has obtained no price for some hours 
past, or when an exchange is rapidly fluctuating. 

Unless he risks being saddled with a loss, a dealer has to 
be quick in covering every purchase with a sale in the 
market. When rates are stable a dealer who knows his 
business should be able to quote a price at once for any 
currency actively dealt in, and book it up (purchase or 
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sale, whichever it turns out to be) at the price he has 
quoted. The closer the members of the market keep in 
touch with each other through the intermediary of the 
brokers the easier it is to foresee probable fluctuations. 

The senior dealers work at the telephones throughout 
the day, buying and selling* cable transfers. The London 
market is particularly important because it starts the 
ball rolling.” The foreign exchange market in many 
continental centres is frequently conducted in a settlement 
room in a bourse where dealers meet personally, and deals 
are settled on the basis of an average rate for the day which 
is fixed by arbitrary rules of a committee which governs 
the bourse. The London market is a straightforward 
“ buy and sell ” market, and for that reason its rates are 
used by many continental markets as a guide to the fixing 
of their own. 

The first thing in the morning, if unfavourable news 
of political events has come through overnight, there may 
be a difficulty in getting brokers to give a price. Dealers 
do not want to plunge too heavily at the start for fear 
they may not be able to cover at a profitable rate sub- 
sequently. Afterwards there is no difficulty in getting a 
rate ; the busiest time is from about ii to 12 in the morning. 
Another busy period occurs about 2.30. 

New York is about five hours behind English time, and 
when the New York market opens it is about 2.30 in 
London. New York has, therefore, the advantage of 
taking rates from London after the London market has 
been in full swing for five hours. New York banks are 
looking for possible arbitrage differences between the 
opening New York rates and the London rates, and their 
cables announcing the New York rates are quickly followed 
by a string of orders to buy and sell certain currencies on 
which there is a difference in the quotations in the two 
markets. 

The banks shut to ordinary customers at 3.30 p.m. but 
dealing in exchange goes on until 4 or 4.30 p.m. By that time 
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the dealers should have squared their book, and if they have 
not they cover themselves in the market sometimes at a 
loss. Banks usually have a rule that all dealing shall 
be covered, but partners in smaller firms, being freer to 
use their own judgment, may leave their commitments un- 
covered overnight, and thus speculate on what will be the 
opening rate next day. When the market closes it is 
about 12 o’clock in New York and there are still a few more 
deals put through if anything extraordinary is happening, 
until 5 o’clock when the London market definitely closes. 

About 4.30 reporters from the City offices of newspapers 
call at the counter of the dealing room, and by the courtesy 
of the banks are allowed to see the rate sheets of the dealers 
showing the quotations throughout the day. The reporters 
take a few pencil notes of the maximum and minimum 
quotations for each currency, and on the basis of these 
figures and the ordinary news talked of in the City compile 
their thrilling stories each day of how French francs rallied, 
German marks went still lower, dollars were sluggish, and 
so forth. An experienced dealer speaks of the vagaries 
of the market in an off-hand way as though he had no 
concern with it. So long as he has covered his commit- 
ments by a purchase or sale, or sale the other way in the 
market he is satisfied, and, if asked why French francs 
have gone to 80, it is very likely he would not know or 
even care. 

Arbitrage Work. 

The word “ arbitrage ” is derived from continental 
practice, and denotes any operation by which a profit can 
be derived by operating in two markets at the same time 
in order to take advantage of a temporary difference in 
quotations for the same money, stocks, produce or whatever 
may be the commodity dealt in. Arbitrage is not confined 
to foreign exchange dealings. Before the War in most 
continental centres there was a class of arbitragist who 
confined his business solely to the price of securities in 
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different markets. Arbitrage operations in produce 
markets and in the cotton markets are difficult because the 
commodities dealt in are not strictly the same and the 
gradings are different and what is bought cannot be 
easily delivered if it is not resold. Arbitrage business in 
securities is no longer carried on to the same extent for 
reasons described later, and since the War, arbitrage business 
has come to mean arbitrage in foreign exchange rates. 

Arbitrage business is not the mysterious affair it is 
popularly supposed to be, but before a person can make 
an arbitrage profit he must be in a position to deal at the 
same time in at least two markets. Arbitrage work is 
conducted principally by the banks and other dealers who 
make up the market as part of their ordinary business, and 
its true nature passes unnoticed. A bank is prepared to 
buy or sell foreign exchange on any country and normally 
covers every deal by a corresponding covering sale or 
purchase in the London market. During the course of the 
day rates from the foreign exchange centres are being 
cabled over by the bank’s correspondents, and if it notices 
that a currency can be bought remarkably cheaper in a 
foreign market it will naturally buy there. The only 
difficulty that arises in practice is that the rates received 
from foreign centres are quoted from the point of view of 
the foreigner. The New York rates are quoted at so many 
dollars to the so many cents to the franc, mark, kroner, 
etc., while we quote most currencies the other way round 
— so many dollars to the £, so many francs to the £, etc. 
Our method of quoting South American dollars, Far 
Eastern exchanges, and certain other currencies at so 
many pence to the foreign unit, makes comparison of 
quotations for these currencies at first sight impossible. 

To illustrate what is really a simple point, let us suppose 
that a New York bank, say the Bankers’ Trust, cables to 
the Westminster Foreign branch at 2.30, English time (when 
the New York market opens) that the New York opening 
rates are 4.62I for sterling, 6.17I for French francs, etc., 
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as shown in the first column of the table given below. The 
Westminster Bank dealers want to know how many francs 
or marks or kroner they can get for a in New York, and 
these figures are obtained merely by dividing 4.62I by 
6.17J, etc. If the rate in the London market is 74.825, 
it is evident that it is cheapei^to buy francs in New York 
than in London. Whether the Westminster Bank will pre- 
fer to buy in New York wiU be decided by considering 
whether the difference is sufficient to make the deal profitable 
after paying for the additional cables and minor expenses. 

' Supposing a customer has been sold £10,000 of francs at 


^oth June, 1923 

New York. 
London. 

2.30 p.m. 
Cents per Unit 
of Currency. 

Parity 
at ” 
4-624 

London 
Rates. 
2.30 p.m. 

England (London) . 

4.624 

4.62J 



France (Paris) .... 

6 ‘I 74 

74-838 

74-825 

Italy (Milan) . ... 

4-54^ 

101.678 

101.65 

Belgium (Brussels) 

5.22 

88.530 

88.535 

Switzerland (Zurich) . 

17-99 

25*688 

^ 5-75 

Holland (Amsterdam) . 

39.27 

11.768 

11.74 

Germany (Berlin) . 

.00064 

739,400. 

740,000 

Austria (Vienna) 

.00144 

327,168.142 

366,000 

Greece (Athens) 

3*17 

145.781 

145-82 

Sweden (Stockholm) 

26.58 

17.386 

17*37 

Norway (Christiania) . 

16.50 

28.008 

27*95 

Denmark (Copenhagen) 

17-83 

25*918 

25*94 

Spain (Madrid) .... 

14.91 

30.994 

31.00 

Portugal (Lisbon) . 

4.90 

2.545^. 

■z^d 

Hungary (Buda P.) 

.0100 

46,212 

46,000 

Cz’vakia 

3-ooi 

153.913 

154 

Poland 

.0007 

660,178 

659,500 

Finland (Helsingfors) . 

2-77i 

166.682 

i66f 

Roumania (Bucharest) 

•50 

924.25 . 

900 

Jugoslavia 

1.08 

427.894 

428 

Bulgaria (Sofia) . . . . 

1. 18 

391.631 

400 

Yokohama 

49.10 

25.499^^ 

25i 

Hong Kong 

53.75 

27.913d 

271 

Shanghai 

73-75 

38.302 

39 

Calcutta 

31-05 

16.126 

16J 

Brazil (Rio de J.) 

10.55 

5.479 

5 i 

Uruguay (Monte Video) 

8200 

42.583 

42J 

Canada (Montreal) 

100=97.69 

(U.S.A.) 

4-7305 

4-73 
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74.825. He has received 748,250 francs and the bank has 
received £10,000, If it buys from the Bankers’ Trust 
74,380 francs in New York the Bankers’ Trust will cable to 
its agent in Paris to transfer 74,380 francs to another Paris 
bank for account of the Westminster Bank, and the Bankers’ 
Trust wiU debit the dollar account of the Westminster Bank 
$46,212.50. If the Westminster Bank then buys a cable 
transfer on New York for £10,000, its balance of dollars 
with the Bankers’ Trust is the same as before, and it is 
130 francs in pocket, less the expenses of the additional 
two or three cables. 

Formerly, when differences were smaller but rates were 
steadier, a bank could afford to take its time, and arbitrage 
transactions resulted from offers sent by post. In those 
days a clerk was frequently employed to do nothing else 
but work out on a parity sheet (with the help of a calculating 
machine) the parity rates as they came in hour by hour, 
and the head dealer studied the parity sheet to see if he 
could get a better rate in a foreign market.. Nowadays a 
decision has to be made, not in an hour, but within a few 
minutes. The moment a difference is apparent, dealers 
are busy, and the extra purchasing in the foreign centre 
where the currency arbitrated is cheaper, forces up the 
price until the quotation is equivalent to that in other 
markets. For this reason most dealers now work with a 
Loga calculator, like a large-scale slide rule, which can be 
seen on the table in the foregoing illustration, page 376. 
The machine is provided with a number of different coloured 
clips which are used to mark the quotations received from 
the foreign centre. By setting these against the figure 
corresponding to the sterling quotation for the currency of 
the foreign centre (in the example just given of arbitrating 
on New York the figure will be 4.62125), the corresponding 
* quotients can be read off on the slide rule. It is thus a 
matter of only a few seconds to make the whole set of calcu- 
lations. This type of calculator has the further advantages 
that it is silent in operation and cannot get out of order. 
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Besides the simple form of arbitration mentioned above 
a clever dealer can, if he cares to use his ingenuity, find 
many other ways in which he can arbitrate a profit by 
selling one currency and turning it into another, and all 
kinds of weird and wonderful transactions are ascribed to 
him in some textbooks. 

In actual practice the arbitragist is met with the following 
insuperable difficulties which are frequently lost sight of 
by writers of textbooks. First the two markets dealt in 
must be open at the same time. It must be remembered 
that one half the world is in night while it is day-time in 
London. Secondly, there must be an active market for 
the currencies in both centres. There is an active market 
for Polish marks, Austrian kroner, and such like currencies 
of Central Europe in Zurich, but there is no active market 
for rupees or Far Eastern exchanges. Thirdly, a great 
number of markets are now governed by governmental 
regulations and cannot be made use of for buying exchange 
on other countries. 

The Market in Futures. 

A merchant exporting goods abroad is frequently not 
so much interested in the present rate of exchange as in the 
rate he will be able to get in three or six months' time when 
he receives payment in a foreign currency for the goods he 
has sold. In invoicing his goods it is no use fixing the 
prices unless he is certain that he will get about the estimated 
equivalent in sterling in so many months time. Con- 
versely, a merchant buying goods has to make payment 
some time in the future, and is anxious to know within 
certain limits what will be the amoimt of his commitments. 
Before the War the majority of biUs were drawn in sterling, 
and the foreign importer or exporter took all the risk 
involved in possible fluctuations in exchange. Exchange 
was held within gold parity limits, and a merchant who 
invoiced his goods in currency knew approximately enough 
for his purposes what he would receive in sterling. 
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For this reason, before the War, except in American 
dollars, the market in foreign exchange futures was not 
very active. A bank would quote a rate for a sale to take 
place in three months’ time, but its figure was based 
strictly on the price at which it could buy exchange in the 
market “ spot,” plus or mirms the interest gained or lost. 
Since the War there have been no limits to the fluctuation 
in rates, and unless a merchant were able to have the 
assurance that he could buy or sell the amount he is due 
to pay or receive at the time it falls due, his business would 
deteriorate into a mere gamble. This consideration applies 
to both buyers and sellers of foreign exchange, and because 
it is now possible to pair these off in considerable number, 
there is a market in futures for all the currencies ordinarily 
dealt in, and the figures quoted for forward rates are not 
based as formerly entirely upon interest gained or lost 
between the time that exchange is bought and the time 
when it is delivered. 

Among persons not practically acquainted with foreign 
exchange transactions, a notion prevails that markets in 
futures are organized to give facilities to people to speculate. 
Quite the opposite is true. The organization of markets 
in futures is an attempt to provide persons who have 
obhgations to meet in foreign currency arising out of genuine 
commercial transactions, with a chance of hedging ” on 
possibility of loss resulting from fluctuations. When 
certain exchanges were depreciating very fast, an explana- 
tion was found that persons were forcing down the price of 
their own currency by bu3dng futures on the assumption 
that when the time came round for them to take delivery 
they would be able to sell the foreign currency in the market 
at spot at a better rate than they paid for it. Banks 
agreeing to sell futures to such purchasers had to cover 
themselves at spot in the market, and the number and 
amount of currency purchases to cover futures abnormally 
depreciated the home currency. To counteract such 
tendencies, many foreign governments have set up exchange 
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institutes, and it is made impossible for any person to 
purchase futures unless he can prove to the institute that 
he is due to receive an equal amount to cover it, or 
that he needs the exchange to pay for goods actually 
imported. 

If one examines the rates ^hat are quoted for futures 
one can frequently assign no reasons for their abnormality 
unless one has inside knowledge of the market. The 
following are, however, general considerations which govern 
the difference between the spot and future rate — 

(i) The primary factor is difference in the rates of 
interest that can be obtained on deposits in the place where 
they are paid for and the place where they are held. Thus, 
suppose I am a customer of an English joint stock bank 
and agree to buy from its foreign branch £ 1,000 of U.S.A. 
dollars. I am to take delivery in one month's time and the 
spot cable rate is 4.80. I am a customer with a good 
balance, and the bank agrees to take my cheque in payment 
when it delivers the dollars. The bank is not going to 
make this agreement and chance being able to buy the 
dollars in the market at a profitable rate in a month's time. 
It buys the doUars in the market from some other dealer 
at 4.80 and tenders its cheque for £1,000. The amount 
bought, $4,800, is transferred by the other dealer to the 
English bank to account with some American bank, say, 
the National City Bank, New York, and is included as 
part of the general balance until the date comes round 
when I am due to receive these dollars. Meanwhile the 
English bank is (on the £1,000 it has paid away) losing 
interest at the London deposit rate, which is, say, 4 per 
cent, and gaining interest on the $4,800 at the New York 
rate on such deposits, say, at 6 per cent. When, therefore, 
the time comes round for the dollars to be delivered, the 
bank has gained (neglecting the costs of cables and minor 
charges) 2 per cent for one month on $4,800 or $8, and the 
rate the bank ought to quote me for selling me a future 
contract for a large amount should be about 4*808, and 
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allowing for costs of cable, and risk on the money held 
abroad, say, 4*8oJ. If I agree to pay for the future con- 
tract at the time I make the contract, the bank gains the 
whole of 6 per cent on the amount, and the rate should be 
about 4-82. Particular points to notice are that the rates 
received by the English bsnks on its account with the 
American bank will be subject to an individual arrangement 
between the two banks, and will largely depend on the 
rate that is being paid on call money in the New York 
Stock Exchange. Again, if I agree to pay for the currency 
when it is delivered, and the rate of interest is lower in the 
foreign centre than in London, the bank is losing interest, 
and the rate I am quoted for future will be dearer than the 
spot rate. 

(2) The second factor that governs future rates is the 
number of buyers as against sellers and the possibility of 

marrying'’ transactions. If the bank can arrange a 
purchase with B, there is no need to buy the dollars in the 
market, and the dollars B is due to deliver will be handed 
over to me. B will be paid what is due to him in sterling 
at a rate shghtly higher, and the bank will merely take the 
difference for its trouble and the risk that B in a month's 
time may not be able to deliver. In a market in futures, 
such as in U.S.A. dollars, the majority of transactions are 
paired off and only the difference has to be covered by 
purchases or sale in the market. 

{3) The third factor is the risk that a bank runs in keeping 
large balances abroad. Apart from the consideration of the 
interest it is receiving on its balance, a bank has to consider 
whether the country and the particular banks where it 
keeps its balances are likely to remain solvent. If it sells 
large amounts of futures its balance in the meantime is 
thereby unduly increased. There is always the possibility 
that unforeseen political events may intervene, or that 
foreign governments may pass exchange regulations 
virtually declaring a moratorium against the withdrawal 
of funds by foreign banks from the country, and the 
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English bank will not increase its balance by covering on 
future sales if it has reason to think that such events are 
likely to happen. For the risk it is running by quoting 
a rate for futures, it charges very much more than the spot 
rate. Thus, on 5th October, 1921, the spot cable rate for 
German marks was 472 and the forward selling rate, one 
month, was 465 — a difference of 7 in the rate, or 20.3 per 
cent per annum difference in rates of interest. 

(4) Where there is an active market, the rate for futures 
in the foreign country should agree with the rate for the 
same class of futures in London. Thus if, at the same time 
that I buy my one month's future for £1,000 in London and 
receive a right for $4,050 in a month's time, I purchase in 
New York a future for sterling £1,000 for $4,030, this 
£1,000 in London pays for the 4,050 I have agreed to buy, 
and the $4,050 I am due to receive in New York pays for 
the $4,030 I am due to pay in New York. My profit is 
$20. In this way if there is an active market for futures 
in both countries as there is in New York on London, the 
rates for futures are arbitrated to a point of proximity. 
Where there is not an active market on both sides, there 
may be considerable differences. 

(5) Some exchanges such as South African pounds, 
Australian pounds, and the Far Eastern exchanges, are 
controlled by colonial and foreign banks closely associated 
together, and quotations for futures in these currencies 
are simply any rate they care to give. 

As we have seen, with the exception of the South Ameri- 
can exchanges, dealings in which are directly based on the 
supply and demand for ninety days bills, all the other 
rates are based on the cable rate at which banks cover their 
commitments in the market. But the cable rate may not 
be the rate which is commonly used by the public in making 
remittances, and banks quote a number of other rates 
which, being of more interest to the public, are more 
frequently published by the financial newspapers. Thus, 
on Saturday, 30th June, 1923, the Financial Times 
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published the following information of the state of the 
foreign exchanges^ for the previous day — 


BANK RATE, 3 Per Cent, 13TH July, 1922 


Loans Per Cent. 

• 

Discount Per Cent. 

! 

Bank Bills. 

Fine Trade 
Bills. 

Day- 

to-day. 

Short 

periods. 

2 

mths. 

3 

mths. 

4 

mths. 

6 

mths. 

3 

mths. 1 

6 

mths. 

1^1 

2-4 





3-4 

31-4 


CENTRAL AND SOUTH AMERICAN EXCHANGES 

The following are some of the latest Central and South American 
exchange rates as supplied by the Commercial Bank of Spanish- 
America — 


Place. 

Method of 
Quoting. 

Par. of 
Exch. 

Prev. 

Rate. 

I 

Latest 

Rate. 

Date. 

Ecuador . 
Venezuela 

Sucres to£i 
Bolivares 

10.00 

14-95* 

14.90* 

23rd June 

1 

to £i 

25-25 

24.10 

24-15 

27th June 

Colombia (Bogota 
Nicaragua 

Pesos to£20 
Cordobas 

100 

1 

97-25 

98.00 

26th June 

San Salvador 

to £i 

Colones to 

4.S665 

4-65 

4.80 

iSth June 


£i 

9.73 

9.60 

9-50 

7th June 

Guatemala . 

Pesos to £j 

90.23 

275-00 1 

276.00 

23rd June 

Costa Rica . 

Colones to 

10-45 i 

21.75 

21.85 

loth Mar, 

Bolivia . 

Pence per 
Bohviano 

19.2 

17I 

16J 

2 1st April 


♦Ofi&dal Note. 


1 The practice of quoting Argentine, Portuguese, Mexican, and 
some Far Eastern currencies in pence rates is simply a useless 
anomaly. At the beginning of 1923 an innovation was made by 
which Exchange on Valparaiso should be quoted in dollars to £ 
sterling, and it has been recently proposed that all rates should be 
quoted the same way. 
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Method 

Par. 

Quotations. 

— 

of 

of 




Quoting. 

Exch. 

28th June. 

29th June. 

Paris, cheques . 

Fr. to £ 

25.22J 

74.90-75.00 

75.15-75-20 

Berlin .... 

Mks. to £ 

20.|3 

670-690,000 

780-800,000 

Brussels, cheques . 

Fr. to £ . 

25.22J 

88.00-88.10 

88.35-88.45 

Amsterdam, chqs. 

m.to£ . 

12.107 

11.72 j-73 

11.69J-70 

Italy, sight 

Lire to £ 

25.22^ 

103-103^ « 

I03f-i03j 

Greece .... 

Drch.to £ 

25.22I 

T45-155 

155-165 

Madrid, sight . 

Pes. to 1 

25.22I 

31.33-31.36 

31.45-31.48 

Lisbon, sight . 

Escudo . 

53 id 

2^\d~2^id 


Switzerland, sight . 

Fr. to £ 

22.22J 

25.83-25.86 

25.82-25.89 

Christiania, sight . 

Kr. to £ 

18.159 

27.85-27.90 

27.92-27.95 

Stockholm, sight . 

Kx.to£ 

18.159 

i 7 - 35 ~i 7-37 

i7.28-i7.3l 

Copenhagen, sight 

Ki.to£ 

18.159 

25.98-26.03 

26.00-26.05 

Helsingfors 

Mks, to £ 

25.22^ 

i66f-i67j 

i66|-i66f 

Bucharest . 

Lei to £ 

25.22 

870-900 

875-900 

Prague .... 

Kx.to£ 

24.02 

I 53 J-I 54 

153 -I 53 i 

Warsaw. 

Mks.to £ 

20.43 

465-490,000 

500-550,000 

Vienna .... 

Kr, to£ 

24.02 

320-330,000 

320-330,000 

Budapest . 

KT,to£ 

24.02 

39-43.000 

38-42.000 

Belgrade 

Din. to £ 

25.22J 

400-420 

420-440 

Sofia . ^ . . . 

Leva to £ 

25.22I 

420-450 

460-480 

Constantinople . 

Pstrs to^ 

no 

700-720* 

705-725* 

Alexandria, sight . 

Pstrs to^ 

97 i 

97 n~ 97 A 

973 ^- 97 x 5 

Bombay, T.T. . 

Rupee . 

2 S od 

16^-163556 


Calcutta 

Rupee . 

2S od 

i6J-i6|fd 

i6J-i6j\d 

Hong Kong T.T. . 

1 Dollar 

— 

26|d-27jd 

27d-27j%d 

Shanghai, T.T. . 

Tael 

— 

36 id- 37 |d 

36 fd- 37 |d 

Singapore, T.T. 

Dollar . 

— 


28.5’5-2S^\d 

Yokohama, T.T. . 

Yen . . 

24.58d 

25-|d-25fd 

25 i“B- 25 |d 

New York, cable . 

Dol. to £ 

4.86I 

4 - 59 I- 4 - 59 J 

4 - 57 i- 4 - 57 i 

Montreal, cable 

Dol. to £ 

4.86I 

4.70I-4.71I 

4 . 68 f- 4 . 69 i 

Rio de J., 90 days . 

Milreis 

i6d 

5 id 

5 Jdt 

„ T.T. 

Milreis 

i6d 

5 id- 5 id 

5 iJd- 5 idt 

Buenos A’s 90 days 

Dollar . 

47 - 58 d 

42|d 

42fd 

„ T.T. . 

Dollar . 

47 . 58 d 

4ijd-42jd 

4lfd— 4i5d 

Valpariso, 90 days 

Dol. to £ 

1333 

34-60 

34 - 6 o 

Montevideo T.T. . 

Dollar . 

5id 

42 jd- 43 id 

42 M- 43 d 

Lima . . . . 

to £P . 

par 

8|-% prem. 

H% prem. 

Manila . . . . 

Dollar . 

24.066 

2 S ijjd 

2 S 

Mexico 

Dollar . 

24.58(3 

246-266 

246-266 


♦Premium on gold at Lisbon, 2,150%. *Nominal. fHoliday. 


Australian, South Africa, and other exchanges of 
countries which use the £, are quoted as so much 
per cent premium or discount. The following list of 
rates, taken from the exchange circular dated 13th July, 

26 ~( 1926 ) 
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1923, of a South African bank will show the method 
of quotation — 


Demand. 


Cape Province 

Transvaal 

Natal 

Orange Free State 
British Bechuanaland 
Basutoland 

Rhodesia, except Fort Jameson 
Nyasaland 
South-West Africa 
Portuguese East Africa — 
Beira 

Porto Amelia 
Fort Jameson 


i|% premium 



I^/o 

2r/o 

2 i% 


Telegraphic. 


ij% premium 


ItV7o 

1% 

i|% 

2i% 


The minimum charge is is. by mail and 2s. 6d. by cable, cost of 
cables additional. 


BILLS ON SOUTH AFRICA (Rates for Negotiation). 


We beg to advise you that the rates for the negotiation of bills 
on South Africa as from the 13th inst. are as follows — 


demand 9od/s'i2od/s 

Discount. 

Par ' ii% ^ 

Discount. 

South-West Protectorate — , 

BiUs I'Z^o and under ij% i|% 24% 3^% 4% 

Bills over £250 1 % i|% 2% 2^% 3j% 

Fort Johnston s 

Zo^ba^^ (Mandala) # application 

Fort Jameson ' 

Minimum Discount, 2s. 6d. 

No premium will be allowed on bills under Tioo. 


Cape Province 

Transvaal 

Natal 

Orange Free State 
British Bechuanaland 
Southern Rhodesia 


Rates for forward delivery are not ordinarily quoted by 
the newspapers. Forward purchases of currency are 
mostly bought by important customers : the amounts 
dealt in are large and the rates quoted are a private matter 
between the bank and the customer. 

To explain the features of each currency dealt in would 
require a separate volume on foreign exchange. There is 
no space available in a book on general banking to do more 
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than notice the principal rates quoted. These are, besides 
the cable rate and the forward purchase rate which have 
just been described, the cheque rate, the short sight ” 
rate, the cheque rate with insurance, the rate for foreign 
money, and the rates quoted for long bills. 

The Cheque Rate. If a bank buys a cheque payable 
in francs drawn on a Paris bank, it pays for it in sterhng, 
it remits it to a Paris bank for collection and credit to its 
franc account, and it has to wait three or four days before 
the proceeds become available. In addition, the foreign 
correspondent will have to stamp the cheque in accordance 
with French law and will charge the amount to the English 
bank's franc account. Thus, supposing the cable rate on 
Paris is 75.10 francs to the £ and the rate allowed on the 
English bank’s account by the French correspondent is 
3 per cent, the English bank pays away sterhng and covers 
itself by a T.T. in the market at 75.10. The bank therefore 
loses the interest at 3 per cent for three days on the amount 
of the remittance, and the rate at which it could afford to 
buy the cheque would be — 

Cable Rate = 75' 10 

Interest for 3 days = *01852 

Stamps and Risk, say = *03755 

75*15607 


In practice the cheque rate is sometimes very much less 
and is sometimes identical with the cable rate, the reason 
being that a bank need not cover itself at the cable rate if it 
can cover the purchase of cheques by sale of drafts. Thus 
supposing, using the figures quoted, I buy a cheque at 75*20 
and sell my own cheque at 75-15, purchase and cover are 
made simultaneously. There is then no need to purchase a 
cable transfer in the market. The bank makes the differ- 
ence *05 in the rate sufficient to pay the cost of stamps 
and leave it a marginal profit. The time before remittances 
sent to New York become due is from six to eight days, but 
on the other hand, it takes equally long before a cheque 
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sold is paid and debited. For these reasons, provided 
there is an active market in sight drafts, the cheque rate 
on a country may be approximately the same as the cable 
rate although if a covering transaction at the cable rate 
is made, the interest lost would be an appreciable difference. 

Besides the rate for cheqties payable on demand, drafts 
are frequently sold payable seven or ten days after sight. 
In addition to the time taken for these drafts to arrive and 
be collected, these additional seven or ten days have to be 
added. In spite of this the difference is not great and the 
cheque and short sight rate are frequently identical. 

The Three Months’ Rate. A rate is ordinarily quoted 
for ninety days’ sight drafts, which is the ordinary usance 
for bills drawn on South America and the Far East. 
These rates are based more nearly on the sight rate because 
bills being of different qualities, purchase of bills cannot 
be exactly covered by sales of bills. South American 
republics are indebted to England for the amount of 
capital English capitalists have in the past invested in 
South American companies. Every year thousands of 
pounds worth of coupons are sent to South American banks 
for collection for account of English banks, and against 
these obligations the South American banks collect bills 
at long sight drawn on London for produce, cattle, meat, 
etc., exported to Europe. The number of long sight bills 
drawn on South American countries does not offset the 
number drawn on London, and a bank cannot cover 
purchase of bills by sale of bills. Thus, supposing the cable 
selling rate for Argentine dollars is 41 1 pence, and supposing 
an English bank is buying a trade bill on Buenos Ayres and 
is covering itself at the T.T. rate, it has to allow time for 
the bill to get to South America, say thirty days by mail, 
and ninety more days before it matures. It will probably 
instruct a South American bank to discount the bill and 
credit the proceeds to its account straight away. The 
interest lost may therefore be reckoned at thirty days at 
the South American deposit rate allowed by the South 
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American bank, say 3 per cent, plus ninety days discount, 
at say 6 per cent — 


Cable Rate — 41*875 

Less 30 days at 3% 'I03 


Sight Rate — 41-772 

Less go days at 6^ = *6195 

Less Stamp Charges == *0209 


90 Days’ Sight Rate = 41*1316 


It would be unusual for a bill on the Argentine to be 
drawn in Argentine dollars. Nearly all bills on the 
Argentine are expressed payable in sterling, and the 
rate quoted in the newspapers is usually the rate for biUs 
on London telegraphed by the branches of South American 
banks abroad to their offices in London. This is not the 
same as the rate of London on Buenos Ayres because, not 
only has allowance for interest to be added instead of 
subtrac«feed, but rates of discotmt in London are lower 
than South American rates. Thus supposing the cable 
rate was as before (41.875) the calculation made by the 
South American bank would be somewhat. as follows — 

Cable Rate = 41*875 

30 Days at 2% — *0688 

Pli4S 90 Days at 3% = *3098 

Bill Stamp at is. per cent = -0209 
Rate for 90 Days’ Sight Bills — 42*2745 pence 

The rate quoted in the Table on page 391 is 42|ths 
pence, which would be about the rate at which a South 
American bank would buy a ninety days’ sight bill at a 
profit when the T.T. rate is 4i|. 

The Cheque Rate with Insurance. As has already 
been explained, a bank frequently buys coupons and 
drawn bonds which it remits to its foreign correspondents 
for collection and credit to its account. It takes the same 
time as or a trifle longer than a cheque before these remit- 
tances become available. In addition the bank has the 
expense of postage, registration, and insurance, and these 
considerations have to be allowed for in the rate at which 
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such negotiable instruments can be bought. The Coupon 
Collection Office rings up the dealing room of the foreign 
branch about ii o'clock in the morning and asks for a 
cheque rate and a cheque rate with insurance on the 
countries to which it is sending coupons for collection. 
The cheque rate used by th^ Coupon Office is the rate at 
which the bank buys dividend warrants payable in cur- 
rency which, being payable to- order like a cheque, do not 
need to be insured. The rate with insurance (which is 
usually ten points above the cheque rate) is used for 
buying coupons and drawn bonds. Thus, if the cheque 
rate on America is 4.67 the rate with insurance is 4.77. 
The rate with insurance is necessarily a bu3?ing rate calcu- 
lated for the convenience of the coupon and other depart- 
ments, or, if coupons are sold to coupon dealers, to check 
the dealers' rates. 

Tel Quel Rates. The ordinary rates quoted are the 
cable rate, the cheque rate, and the rate for bills act thirty 
days', three months,' and six months' sight. But in 
addition to these classes of bills there are many expressed 
payable so many days aiter date which, when offered for 
sale to a bank, have an odd number of days to run before 
they mature. The bank has to quote a special rate which 
will allow for interest lost for the odd number of days. 
The rate has to be specially calculated for the particular 
bhl. That is to say, interest for the odd number of days 
at the discount rate in the foreign market is added to the 
sight rate (or subtracted if the rate is quoted so many 
pence to the foreign currency unit). Such rates are known 
as “ Tel quel " rates. 

The Rate for Foreign Money. Persons having little 
practical experience of exchange work are often non- 
plussed to find a reason why a bank will give a better rate 
for foreign cheques than for foreign bank notes or foreign 
coin which are commonly looked upon as the safest forms 
of money. The answer is that in many cases foreign 
money, odd silver coins, and notes of small denominations 
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cannot be easily sold in London and have to be sent to a 
foreign correspondent for collection. The rate at which 
a bank is willing to buy is therefore the cheque rate with 
insurance. Banks use on their counters a certain amount 
of foreign currency, American dollar notes, Bank of France 
notes, and other kinds of money usually asked for by 
tourists, and these currencies are frequently bought at the 
cheque rate because they can be used as till money. Ameri- 
can, French, Swiss, and Italian notes can also be sold to 
the smaller money changers and tourist agencies. Money 
of other countries is very little asked for by tourists, and it 
is sometimes hard to get rid of it at what would appear 
a reasonable rate. 

Every night a circular is sent out by Head Office to the 
branches informing them the rates at which they are free 
to seh drafts on foreign correspondents, and the rates at 
which they are free to buy American and Canadian sight 
drafts and bank notes. The rates circularized to branches 
are intended for the purchase of small amounts, and are 
therefore wider than the rates quoted by the dealing room 
for larger transactions. A special rate is obtained from 
the dealing room for any purchase or sale for more than 
a large amount. 



CHAPTER XVI 

FOREIGN DEPARTMENTS (CONTINUED) 

As has been previously explained, every bank which is 
engaged in foreign exchange business must maintain 
balances of currency abroad with foreign banks on which 
it draws its drafts and to which it has credited the cable 
transfers it buys in the market. 

The Currency Accounts. 

An English bank calls these accounts which it keeps with 
foreign banks its “ Currency accounts to distinguish 
them from the accounts of foreign banks kept with itself 
which are called the “ Sterling ’’ accounts. The currency 
accounts are kept in double columns on both sides. Cable 
transfers, cheques bought, etc., are debited in ci2rrency, 
and at the same time the sterling equivalent, worked at the 
rate of exchange at which the bank has bought them, is 
inserted in the adjunct sterling column. Cable transfers 
sold, drafts, etc., issued, are credited to the account in 
currency and their sterling value, worked at the rate at 
which the bank sold them, is inserted in the corresponding 
sterling column on the right-hand side. The bank is 
buying currency all the time at rates slightly higher than 
the rates at which it sells currency. At convenient periods 
or at the end of the haH-year the debit balance of currency 
on the account is calculated at the rate of the day or at 
some average rate for the period, and brought down on the 
credit side. The credit difference between the sterling 
debit and sterling credit columns represents the amount 
by which the proceeds for currency sold exceed the proceeds 
of currency bought after allowing for the value of the 
balance in hand. This credit sterling balance therefore 
represents the profit made out of the transactions put 
through the account and is written off once a fortnight or 
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at some other regular interval by a debit entry transfer- 
ring the balance to “ Profit on Foreign Exchange 
Account/' 

The account appears in the books of the English bank 
as shown on page 400. 

Currency bought and sold dn account of forward con- 
tracts is earmarked by being taken out of the general account 
and put on to a special account. The balance held against 
forward contracts and the money held for customers as 
part of the general balance have to be added to the balance 
shown in the general account to make up the balance 
shown in the books of the foreign bank, which, of course, 
has no knowledge that this money is set aside for any 
particular purpose. The account shown in the books of 
the foreign bank shows only the currency columns with the 
sides of course reversed. That is to say, the foreign bank 
credits remittances and debits the transfers sold by the 
English te,nk. The balance on the account in the books of 
the foreign bank bears interest at rates agreed upon 
between the two banks, but the balance does not agree 
day by day with the balance in the books of the Enghsh 
bank because there are always items in the post which 
the English bank has debited, but which the foreign bank 
has not yet received and therefore not yet credited. 

Every month the foreign bank sends a statement which 
is a facsimile reproduction of the account in its ledger. 
The statement may be copied out by hand, but American 
banks are in the habit of sending a photostat copy which 
is practically a photograph of the page in their ledgers. 
The Enghsh bank agrees the statement by marking up the 
items on either side and taking out a hst of outstanders. 
After adding on the balances of the Special and Customers 
Currency Accounts and allowing for outstanders, the 
account should then agree approximately with the balance 
shown in the foreign bank's books. The balances never do 
agree exactly for there are always minor charges such as 
cost of stamps put on bills and cheques in accordance with 
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the law of the foreign country. The English bank, as we 
have seen, has paid for these in the rate of exchange it has 
quoted to the customer when it bought the bills or drafts 
and it cannot reclaim them. It makes a list of these 
small charges and writes them off in one amount by a single 
credit to the currency column The foreign bank usually 
sends a separate statement for interest allowed on the vary- 
ing balance. It would be almost impossible to agree this 
amount without knowing the balances as they appear 
in the books of the foreign bank. The interest statement 
is checked for clerical errors and the figures for the daily 
balances as shown in the foreign bank’s statement are 
taken as correct. Interest is incorporated in the account 
by debit entry and a corresponding credit is passed to 
'' Interest on foreign money held abroad.” 

Customers’ Currency Accounts. 

It frequently happens that a customer becoming entitled 
to a payment in currency does not want to convert immedi- 
ately into sterling. For instance he may own French 
rente on which coupons are due, or he may have a bond 
which has been drawn or he may have a cheque for a large 
amount of francs and know that in six months’ time he 
will want to make payment in francs. If he thinks the 
rate of exchange is unduly high he wiU not want to convert 
into sterling but wait till the rate has fallen. Or again, he 
may know that he wiU require franc exchange to make 
payment in francs in six months’ time and prefer to buy 
it while francs are cheap and not wait until the payment 
is due. He does not want to open a special private accotmt 
with a French bank which would involve a troublesome 
process of sending out specimen signatures and references 
and obtaining a cheque book. He asks an English bank 
to open a franc account in its books and hold the currency 
as part of its general balance with a bank abroad. Unless 
the customer specially stipulates that the currency shall 
be held as part of the general balance with some particular 
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bank, the English bank includes it as part of its balance 
with its ordinary agent. If the customer stipulates that he 
wishes it to be held at a particular bank the English bank 
will hold it there, but it makes the customer sign an agree- 
ment that in the event of this particular bank becoming 
insolvent the money shall be held at his risk and not at 
theirs. Since it is really immaterial where the money is 
held so long as the English bank is prepared to deliver 
his francs when he calls for them, a customer does not 
as a rule make any special stipulation where they shall be 
held. The English bank opens a currency account in the 
name of the customer and credits it with the currency 
bought and debits the currency to a foreign bank's 
customers' account. 

An actual transaction will probably make the entries 
clearer. John Doe, seeing that Belgian francs are quoted 
88.70 to the £ and having a payment of fcs. 90,000 to make 
in about six months' time, thinks it is a splendid opportunity 
to buy Belgian francs at the market rate. He hands the 
bank his cheque for £1,000 and is due to receive francs 
88,700, which he instructs the bank to put to a currency 
account in his name and hold as part of its general balance 
abroad. The bank puts the money on the account of the 
Banque Beige pour I'Etranger, Brussels, and therefore has 
to pass the following entries — 

(1) Debit Clearing with the amount of the cheque £1,000. 

(2) Credit Banque Beige pour I'Etranger, Beige (Currency) 
Account £1,000 at 88.70 = francs 88,700. 

(3) Debit Banque Beige pour I'Etranger, Brussels 
(Customers' Account) francs 88,700. 

(4) Credit John Doe (Currency Account) francs 88,700. 

It must be particularly understood that the Banque 

Beige pour I'Etranger (Customers' Account) exists only in 
the book-keeping system of the English bank as an account 
to earmark customers' money held with that bank, and as 
an adjustment account to enable the currency accounts 
of customers to be independently balanced. The Banque 
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Beige pour TEtranger will have no information whatsoever 
of the transaction between the English bank and its cus- 
tomer. To agree the currency balance in the books of the 
Banque Beige, Brussels, with the account in the books of 
the English bank, the Banque Beige, Brussels (Customers’ 
Account) must be added to ihe balance of the latter as 
already explained. 

No interest is usually paid on customers’ currency 
accounts unless a balance equivalent to £50 at the market 
rate is maintained. Balances over £50 left for a reasonable 
period are credited with interest at a rate slightly less than 
that which the English bank is receiving from the foreign 
bank on its general balance. Customers’ currency accounts 
are all credit balances. They cannot go into debit. Once 
a month the customers’ currency accounts are agreed by 
taking out a list of the balances held at a bank and agreeing 
them with the corresponding bank’s customers’ account. 
When ^ customer wishes to withdraw his balance, if he 
wishes to draw it in currency which is usually the case if 
he has bought the money to meet a future currency obliga- 
tion, he is given a sight draft on a foreign bank for the 
amount in currency. If he wishes to draw it in sterling, 
a sterling cheque on the bank itself, worked at the rate of 
exchange for sight drafts, will be given in exchange. In 
other words the bank buys the money back from him. 
Supposing John Doe wishes to sell back the balance of his 
account (francs 88,700) plus interest in three months’ 
time = francs 89,365,25. The rate quoted by the bank 
is 84.60. The entries would be — 

(1) Debit John Doe (Currency Account) francs 89,365.25. 

(2) Credit Banque Beige, Brussels (Customers’ Account) 
francs 89,365.25. 

(3) Debit Banque Beige (Currency Account) £1,056 6s. 6d. 
at 84.60 = Francs 89,365.25. 

(4) Credit cheques £1,056 6s. 6d. 
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The Cash Department and Sterling Accounts of 
Foreign Banks. 

As has just been explained, a bank which is dealing in 
foreign exchange must maintain accounts with banks 
abroad. In the same way that an English bank must 
maintain balances with foreign banks, so foreign banks 
engaged in foreign exchange transactions in foreign centres 
must keep sterling accounts with English banks. Foreign 
banks buy cheques drawn abroad on English banks, remit 
coupons of Enghsh companies held by foreign investors, 
and these and various other classes of items the English 
bank collects and credits to its account. Similarly a 
foreign bank sells drafts and cheques on its account, and 
when they are presented over the counter or through 
the clearing the English bank pays them (if they are in 
order) and debits them to the sterling account of the 
foreign bank. In the organization of the London Over- 
seas branch of an English bank there is, thefefore, a 
department which undertakes the work of passing these 
items through the clearing and crediting the respective 
accounts. This department is very similar to the Waste 
Department of an ordinary branch, the only practical 
difference being that the cheques remitted by foreign 
banks are naturally not received over the counter but 
from the Correspondence Department which opens the 
mail first thing in the morning. Town, Metropolitan, 
Country cheques and other items are frequently listed all 
on the same sheet by foreign banks, and the “ Waste” 
or “ Cash ” Department, as it is frequently called in an 
overseas branch, has to list them on appropriate paying-in 
credit slips with the foreign bank's identification numbers, 
and give them the correct value date. The charges are 
made up and the waste sheets agreed in exactly the same 
way as at an ordinary branch. Cheques are sometimes 
received payable in currency drawn on the home offices of 
English banks. Home banks will in the ordinary way pay 
these cheques in sterling converted at the sight rate for the 
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day. In dealing with some foreign banks one can never 
be sure they wiU accept the rate offered by the paying bank, 
and the only satisfactory manner of collecting such cheques 
is to make a special presentation by post and request the 
paying bank to forward a cheque on a foreign bank in the 
same town abroad as the presenting bank for the amount 
in currency of the cheque. This draft is subsequently 
remitted to the foreign bank, and the item is thus collected 
without any entries being passed in the sterling account. 
The majority of cheques remitted are made payable to the 
order of the English bank and require its endorsement. 
Cheques received from Turkish and Egyptian banks are 
frequently indorsed in oriental characters and the in- 
dorsements need to be confirmed. A good deal of time is 
therefore taken up in indorsing cheques and listing them 
on the appropriate credit shps. 

A large number of cheques remitted from abroad require 
stamping with English 2d. stamps. Instead of debiting 
these stamps one at a time, a stamp account is kept for 
each bank and particulars entered of all stamps used. 
The balance of the stamp account is written off once a week 
in one debit entry to the bank's account and credit entry 
to Bill stamp " account. 

In the afternoon a number of drafts are presented for 
payment through the clearing. The agreement with the 
foreign bank usually provides that all such drafts shall be 
previously advised before they are paid. The foreign 
bank sends each day a list of the numbers and amounts 
of the cheques it has issued, and when the cheques are 
presented through the clearing they are marked off against 
the advice and, if in order, paid. It sometimes happens 
that the cheque is presented before the advice. If it is a 
strict rule with the foreign bank that no cheque not 
previously advised shall be paid, the cheque must be 
returned with the answer N/A. In many cases foreign 
banks are not particular. A red ink entry is made in the 
Advice Book that no advice has been received, and if the 



4o6 


ENGLISH BANKING METHODS 


advice does not come in by the next mail, the drawing 
bank is informed that the cheque has been paid and a 
confirmation of its due issue is requested. 

The work of confirming the receipt of advices and seeing 
that the cheques are in order, not stopped, etc., , has to be 
done in a great hurry so th^t any cheques returned shall be 
in time to catch the afternoon Town Returns. The cheques 
are sorted out into banks as quickly as possible and one 
man has charge of two or three banks. The canceller has 
to keep in his head the amount standing to the credit of 
the foreign bank and see that no number of cheques are 
paid which will leave the account in overdraft. If the 
account is likely to go into debit by the payment of cheques, 
the canceller has to find out whether there are any securities 
belonging to the bank in the hands of the Securities Office 
on which the bank can exercise a lien. If there are, or the 
credit of the foreign bank by itself is considered to be good 
enough, the cheques may be paid and an overdraft sanc- 
tioned by the manager or chief ledger-keeper. 

The Foreign Banks Sterling Accounts. These are 
credited with the proceeds of remittances as they are col- 
lected through the clearing by the Cash Department after 
which they are advised by the Correspondence Department 
concerned. The sterling account of a foreign bank nearly 
always carries interest, and consequently is ruled with 
double columns as shown on page 407. 

Besides cheques credited by the Cash Department, entries 
are passed by the Coupon Office for coupons collected 
and by the “ BiUs for collection '' for the proceeds of bills. 
When a foreign bank sells a cable transfer it wires to the 
English bank to pay so much sterling to some other 
English bank for account of some other foreign bank and 
debit the amoimt to its account. When it buys a cable 
transfer a banker's payment is received from some other 
bank to which the seller of the cable has wired to make 
payment for credit of the foreign bank. These transactions 
are handled by the Inland Pa3maents Department, but the 
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vouchers relating thereto are passed to the accounts through 
the Cash Department. Once a month a statement is made 
out of the account as it appears in the bank’s ledger, and 
sent to the foreign bank, which marks it up and agrees the 
balance in the same way as the English bank does its 
currency account. 

The accounts of the larger banks are each kept for 
convenience in a separate ledger. But besides foreign 
banks there are a number of bill brokers, exchange dealers, 
and commercial companies abroad who keep small sterling 
accounts to which entries are passed from time to time. 
For convenience these smaller accounts are kept all in 
one ledger familiarly called the “ dribs,” and agreed 
independently from the larger accounts. 

The Cable Transfers. 

The dealers in the dealing room are concerned only with 
the actual buying and selling of cable transfers ^and the 
quotation of rates to other departments. Every time a 
bargain is struck the dealer fills in the details on a purchase 
or sale memorandum note and initials it. Behind the 
dealers* room is an office which attends to the clerical and 
other work involved in ^effecting the necessary transfers. 
The office is divided into two sections of “ boughts ” and 
“ solds,” which are further subdivided into countries. 
When ^ cable transfer is sold and the purchaser’s name 
obtained from the broker, the purchaser instructs at the 
time the selling bank to which bank abroad the currency 
bought is to be transferred. Supposing the Westminster 
Bank buys from Barclays Bank a cable transfer for 
£10,000 of dollars at 4.67. The Westminster Bank wishes 
the money to be put to its account with the Guaranty 
Trust, New York. Barclays Bank has to cable to a bank 
where it keeps a doUar account, say, the National City 
Bank, New York, and instruct it to pay 46,700 dollars to 
the Guaranty Trust Company, New York, for account of 
the Westminster Bank, London. The Foreign Tellers 
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Department of the National City Bank sends a cashier’s 
cheque to the Guaranty Trust with these particulars and 
debits the dollar account of Barclays Bank. The 
Guaranty Trust confirms by subsequent mail (unless the 
arrangement is for it to confirm by cable) to the Westminster 
Bank that the 46,700 dollars Jiave been credited, and the 
National City Bank confirms to Barclays Bank that the 
46,700 dollars have been paid to the Guaranty for account 
of the Westminster Bank. 

In the case of a purchase of currency the procedure is 
the reverse. Supposing the Westminster Bank sells 
Barclays Bank a cable transfer for £10,000 of francs at 74.80, 
the Westminster Bank will draw^ on Barclays Bank for 
£10,000 and will wire to its Paris agent, say the Paris branch 
of the Westminster Bank, to pay over francs 748,000 to 
the Banque Nationale de Credit, Paris, for account of 
Barclays Bank. Barclays Bank will pay the Westminster 
Bank’s ^raft for £10,000 when it is presented through the 
clearing ; will wire to the Banque Nationale de Credit, 
Paris, to receive for its account francs 748,000 ; and will 
debit in its books the currency account with the Banque 
Nationale de Credit, francs 748,000 at francs 74.80 = 
£10,000. 

Cable' transfers are usually sold for very large amounts 
and consequently all conversions and rates have to be 
carefully checked before the cables are sent off. The 
clerks in the Cable Transfers Department usually work in 
pairs. The particulars taken from the dealers’ notes are 
entered up in a register and the conversions worked with 
a calculator. When twenty or thirty cablegrams are 
ready the one passes his book over to the other. Cables 
sent to French and Near Eastern banks are generally 
worded in French but with this exception, unless the 

^ The general practice in the London Market is for the seller to 
draw a sight draft on the purchaser, which is paid through the 
clearing on the same day that the transfer is made and therefore 
the question of interest does not arise. The exception is the case 
of T.T.'s on New York, which are settled by the purchasing bank 
sending round a banker’s payment for the amount due. 
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foreign bank stipulates that cables shall be sent in the 
language of the country, cables are worded in English. 
In the London market the seller pays the cost of the cable 
on a market deal and, as the purchaser usually wires to his 
agent to receive the money, this seems an equitable 
arrangement. If the T.T. i^ for a small amount sold to a 
private person, the bank may by previous arrangement with 
him charge him with the cost of the cable. The brokers' 



The Monroe Calculator. 

A machine of in'^slimable value in working foreign exchange calcu- 
lations of all kinds. {See pages 380,408,436.) (Manufactured by the Monroe 
Calculating Machine Co., Ltd., Bush House, London, W.C. 2.) 

commission is always paid by the bank. An account is 
kept in the name of each broker and the brokerage due to 
him on each transaction entered in it. Once a month the 
broker makes a claim which is checked with the account, 
and a cheque is sent him for the total amount for the 
month and “ Brokers' Commission " is debited. 

Besides handling the ordinary spot transfers, the Cable 
Department also pass the entries for forward sales and 
purchases. When currency is sold forward, it is taken off 
the general account and debited to a special account. A day 
or two before delivery of the currency to the purchaser 
is due, a clerk rings up the purchaser to ask him where he 



would like the money put. He may request to have it 
transferred to his account with some foreign bank, in 
which case a T.T. is sent to the agent abroad to make the 
payment and a sight draft is drawn on the purchaser for 
the sterling equivalent. Or the purchaser may ask for a 
currency draft, or he may ^request the bank to open a 
currency account and hold the money as part of its general 
balance. The cable transfers make out the necessary 
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vouchers to effect the transaction, the “ Special Account ” 
is credited and the Customer’s Forward Contract Account 
debited. 

The Inland Payments, 

During the time that a bank in London is conducting 
exchange operations in the market and selling and pur- 
chasing cable transfers on banks abroad, banks abroad are 
conducting similar operations which necessitate transfers 
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to and from their sterling accounts held by English banks. 
The Bankers’ Trust, New York, for instance, may sell a 
T.T. for ;^io,ooo to the Guaranty Trust, New York, and the 
Guaranty Trust instructs it to put the money with the 
Westminster Bank, Lombard Street. Barclays Bank 
receives the cable from the -Bankers’ Trust to make the 
payment. It sends a Bankers’ Payment for £10,000 to the 
Westminster Bank for account of the Guaranty Trust and 
debits the sterling account of the Bankers’ Trust. Con- 
versely, if the Bankers’ Trust had bought a T.T. from the 
Guaranty Trust, Barclays Bank would receive a banker’s 
payment from the Westminster Bank or some other 
bank and credit the sterling account of the Bankers’ 
Trust. 

Since all payments must be sent to banks in time for 
them to pass the pa3rments through the clearing the same 
day, the Inland Payments Department is not split up into 
paying and receiving in the same way as its couiTterpart 
the Cable Transfers Department is divided into bought and 
sold sections. The work is spHt up into countries and each 
clerk has charge of a section of banks corresponding to a 
certain country. Every morning a batch of correspondence 
and telegrams is brought down by the Foreign Corre- 
spondence Departments, conveying instructions to pay 
sums to various Enghsh banks and debit the sterling 
accounts of correspondents. These transactions are mostly 
the outcome of foreign exchange dealings by the banks 
concerned, but there may be some payments which have 
to be made by cheque and sent by post to private addresses. 
The book-keeping entries are very simple. " Cheques ” 
or “ Bankers’ Payments ” is credited with the money paid 
out, and the sterling accounts of the foreign banks debited 
at the value date on which the payments are made. The 
items are ticked up on the instruction sheets, which are 
afterwards passed back to the correspondence departments 
concerned so that the banks abroad may be advised that 
the payments have been duly made. During the course 



of the day messengers from other banks drop payments in 
a letter box provided for the purpose, and about 2 o’clock 
in the afternoon the payments are sorted. Credits to the 
various sterling accounts of foreign banks are made out in 
accordance with the instructions on the left-hand side of 
the payment, and the banker^’ payments are passed to the 
Cash Department where they are entered on the waste 
sheets and passed through the clearing with the rest of 
the work. 

A form showing the amount, particulars, and value date 
of each item is sent to the Foreign Correspondence Depart- 
ment concerned for it to advise (in the foreign language) 
each bank of the items passed to its account. Occasionally 
instructions are received from a foreign bank too late for 
a payment to be made the same day, and the following 
day the bank due to receive it claims interest for the day 
lost. The bank can adjust the matter in several ways. 
If it is ^ts own fault that payment was not made in time, it 
will treat the interest as lost and send a further payment 
for interest at an equitable rate for one day. If it is ' 
plainly the foreign correspondent who is in fault, it may 
claim back from it the interests by backvalue-dating the 
payment. The receiving bank adjusts by claiming the 
interest itself and backvalue-dating the credit to the 
beneficiary’s account. 

Commercial Credits. 

Before the War shipments of goods to the continent 
were financed by the comparatively simple expedient of the 
exporter drawing on the importer and the importer accept- 
ing the draft against delivery of the shipping documents. 
Commercial credits were used mostly in the finance of 
shipments to South America and the Far East and were 
mostly handled by the foreign and colonial banks, and the 
merchant bankers. In those days the stability of the 
British £ and the high opinion held in foreign countries 
of Enghsh credit and good faith made it in many cases 
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unnecessary for an English importer to open a commercial 
credit abroad, and the majority of credits handled by a 
bank were export credits opened in this country by foreign 
importers with the London agencies of foreign banks ii 
favour of Enghsh exporters. Since the War a number of 
events have occurred to n^ake the use of commercial 
credits much more prevalent — 

(1) The nations until recently at war have not 
re-established good faith in one another. 

(2) With the exception of England, the belligerents have 
currencies that are very much depreciated. Prices of goods 
and of currencies are liable to violent fluctuation. Ex- 
porters have every reason to insist, not only that they shall 
be paid eventually, but that they shall be paid promptly. 

(3) The shipping industry has been disorganized in many 
parts of the globe and importers cannot count upon goods 
arriving with their former certainty. 

(4) Elaborate customs laws against the importsstion of 
goods from former belligerents necessitate the delivery 
of consular invoices and certificates of origin. The 
importer must now be doubly certain that he receives all 
the documents relative to a shipment, otherwise he will not 
be able to land the goods or will be forced to pay maximum 
customs rates. 

For these and other reasons the large bulk of imports and 
exports are now financed by commercial credits, and the 
business is not confined to the foreign banks and merchant 
bankers but is largely in the hands of the foreign exchange 
branches in London of the '' big five '' joint stock banks. 

The purposes served by a commercial credit are very 
simple to understand. It is the necessary compliance with 
the stipulations attaching to each individual credit that 
makes them one of the most complicated branches of 
foreign exchange work. The immediate object of a com- 
mercial credit is to insure the exporter that he is duly paid 
and at the same time to satisfy the importer that he receives 
the necessary documents which will give him command 



over the goods before he parts with his money. This is 
effected by the intermediary of at least one bank with 
which the importer lodges the money to be paid over to the 
exporter only when the exporter has lodged with it the 
shipping documents stipulated by the importer. The 
banker not being immediatel34 interested in the shipment 
has no other inducement than to act fairly and squarely 
towards both parties. When an exporter stipulates that 
a credit shall be opened in his place of business in his 
favour by the importer, the importer does not usually wire 
the bank directly himself. The importer is unknown to 
the bank where the credit is to be opened and the exporter’s 
bank would not ordinarily act upon the importer’s instruc- 
tions. In the great majority of cases, therefore, the im- 
porter goes to his banker and his banker makes the neces- 
sary arrangements by cable or by letter for the funds to 
be placed at the disposal of the exporter and paid over 
when th!^ latter lodges the documents mentioned in their 
contract. 

An English bank therefore handles two types of com- 
mercial credit transactions — 

(1) Acting on, the instructions of its domestic customers 
it opens with banks abroad commercial credit “ outwards ” 
in favour of foreign exporters. 

(2) Acting on the instructions of foreign banks abroad it 
opens commercial credits “ inwards ” in favour of British 
exporters who may be, but frequently are not, domestic 
customers. 

In some American banks the corresponding departments, 
called import ” credits and “ export ” credits, respectively, 
are organized under one supervision by functions. That is 
to say one section of the department looks after the opening 
of both import and export credits, another of documents 
imports and exports, and a third of payments and accept- 
ances imports and exports. A good deal can be said for 
this method of organization, especially when the amount 
of work in each branch fluctuates considerably. Most 
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English banks, however, prefer to treat the '' inwards 
and outwards ” commercial credits as two distinct 
departments and keep them entirely apart. Accordingly, 
at the risk of repetition, they will be described separately 
here, and as the preliminary steps in opening a credit 
are easier to understand fr^m the point of view of an 
English importer opening a credit abroad, “ outwards '' 
commercial credits will first be described. 

Commercial Credits Outwards. When an English 
importer has agreed with a foreign exporter to buy a con- 
signment of goods at an agreed price, the foreign exporter 
will stipulate that the English importer shall open a credit 
in his favour at some foreign bank where the foreign 
exporter keeps his account. Supposing, for instance, it 
is an American company exporting coal. It may stipulate 
that a credit shall be opened in its favour at the National 
City Bank, New York. The Enghsh importing firm will 
stipulate that the necessary shipping documents,*^ bills of 
lading, invoices, insurance policy, mining certificates, etc., 
and whatever is necessary for it to obtain possession of the 
coal shall be handed over to the National City Bank, New 
York, which is to make the pa5niient and forward the 
documents. All these details are arranged between the 
Enghsh and American commercial firms previously. The 
Enghsh importing firm will then go to the branch of the 
bank where it keeps its account and ask it to open the 
necessary credit through its- foreign branch. If the 
firm is a large one weU-known to the bank, the firm may 
apply directly to the foreign branch. If not, the branch 
phones the foreign branch and gives the particulars of 
the credit to be opened for its customer. If the foreign 
branch knows the customer it may open the credit without 
further investigation, but if the amount involved is large,, 
the matter will be referred to the general management 
which has particulars of the customer’s account before 
them. If the customer’s account has a large credit balance 
the bank stands little risk, but if it carries only a smaE 



balance not sufficient to cover its commitments under the 
credit, the bank has to consider whether it is desirable to 
advance further credit to the customer. When the joint 
general manager has given his consent to the opening of 
the credit, the Credits Outwards Department debits the 
customer by Remittances and* Sundries with the charges. 
Four shillings is frequently charged for opening small 
confirmed credits, but if it is an important customer who 
brings in other exchange business the credit may be opened 
gratuitously. The features of every credit opened are 
different, but there are at least three distinctions in classes 
of credits important from the point of view of the bank. 

(1) The credit may be “ confirmed ” or “ unconfirmed.'' 
If the credit is confirmed it is irrevocable. That is to say, 
provided the exporter tenders' the correct documents in 
accordance with its conditions the English importing firm 
cannot meanwhile revoke it. If the English importing 
firm meanwhile becomes insolvent the English bank 
cannot revoke the credit nor can the American bank once 
it has confirmed the credit to its customer. The American 
exporter, provided he tenders the correct documents and 
genuinely complies with the conditions, is fully secured. 
The difference is of importance to the English bank opening 
the credit because it represents a contingent liability for 
its full amount, and an English bank charges an extra 
commission for opening a confirmed credit. 

(2) The credit may be a “ currency ” or a sterling " 
credit. That is the American exporter has the right to 
receive payment in dollars fixed or be paid in sterhng at 
the rate of exchange at which the American bank will 
buy his drafts. The distinction is of importance to the 
English bank because if payment is made in dollars the 
American bank will be reimbursed by its debiting the dollar 
account of the Enghsh bank, and if payment is made in 
sterling, reimbursement will be made when the drafts 
come through by the English bank crediting the sterling 
account of the American bank. 
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(3) The credit may be a '' documentary or a '' clean 
credit/' The credit may not be the outcome of the ship- 
ment of goods at all, but of some other transaction such as 
the payment by a firm of solicitors to some American, 
beneficiary against his identification and receipt. In 
such cases no shipping docnments are called for. 

These are the important differences, but there are 
many other minor details which are never exactly the 
same in the conditions of any two credits. Some of 
these are — 

(4) A credit may be opened by “ mail " or by " cable." 
The majority of commercial credits are opened by cable 
because the shipper is ready to ship the goods and the 
importer wishes to get them over as soon as possible. 

(5) The credit may stipulate a total amount or be what 
is called a “ revolving " credit, that is to say, the person 
ordering it is to pay the beneficiary so much a month. 
Credits may revolve in all kinds of ways. For instance, 
the bills may be drawn at given periods and sufficient 
time be allowed between their maturity dates so that 
never more than a certain amount is outstanding. Or the 
arrangement may be that the beneficiary may draw up 
to a certain amount in one draft and when the draft has 
matured and been reimbursed he is free to draw another. 
Or the arrangement may be that the beneficiary may draw 
a certain amount, and, as soon as he has drawn it, the 
credit is automatically renewed. But he may not draw 
more than a certain number of drafts in any three months. 
It is obvious that the conditions may be varied in any 
number of ways. Revolving credits are most frequently 
used in trade where business between buyer and seller is 
not confined to one transaction but the purchaser is virtually 
acting as an agent for the seller though making himself 
liable for all amounts. Thus, in the cinema trade, the 
usual arrangement is that the English firm distributing 
the films contracts to be responsible for making payments 
at a certain amount per month according to the number 



leased out, but payments are never to be less than a 
certain amount per month. 

(6) Credits may be payable at sight to the beneficiary 
or may be acceptance credits. In the case of an acceptance 
credit, the foreign bank does not pay against the benefici- 
ary’s sight draft but accepts hk bill drawn usually at thirty 
or sixty days sight. 

(7) The credit may be what is called sometimes a 
'' documentary letter of credit.” That is to say the 
particulars are set out in an instrument addressed to the 
beneficiary who is free to draw his drafts on any of a 
number of correspondents mentioned at the foot of the 
letter. When a credit is opened with one particular 
bank, the beneficiary has to sell his draft to that particular 
bank and he may not be willing to accept the rate of 
exchange it offers. In the case of a documentary letter 
of credit, he has a choice of several correspondents and 
should loe able to find at least one who will give him what 
he regards as a fair rate. The foreign banker sees that the 
documents are tendered in accordance with the terms of 
the credit and buys the beneficiary’s draft which he remits 
to the London banker by whom the credit was issued. 

(8) Reimbursement credits, in which classification are 
included a number of types of credit in which docu- 
ments are not received from the bank where the credit 
is payable but from some other bank. Supposing a firm 
of English tea merchants in London arrange to sell a 
shipment of tea in New York. The tea is not in London 
but lying in a warehouse in Rangoon. The American 
importer, through an American bank, arranges for a credit 
to be opened in favour of the English tea merchant with 
an English bank in London. The tea never comes to 
England but is shipped to New York. The English bank 
opens a sterling credit in favour of the Anglo-Indian tea 
merchant in Rangoon with an Eastern exchange bank. 
The Eastern exchange bank pays away the money but 
the documents relating to the shipment go to New York 
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and the London bank reimburses the Eastern bank in 
Rangoon. The difference between the sterling amount 
received from the American bank and the amount paid 
to the Eastern bank,’ less the cost of opening the credits, 
represents the profit of the London merchant on the 
transaction. In this way great deal of the commerce 
between other nations is liquidated in London though the 
goods never touch this country. 

The documents ordinarily called for under the conditions 
of a commercial credit are — 

(i) Bills of Lading. A bill of lading is a document signed 
by the master of a ship or an agent of the owner acknow- 
ledging that goods have been received on board and stating 
the terms on which the goods are to be carried. The biU 
of lading serves as a receipt, a memorandum of the contract 
between the shipowner and the shipper of the goods, and 
as a document of title to the goods, also as an assignable 
instrument if the goods are deliverable to the consignor’s 
order or assign. Bills of lading are usually drawn in sets 
of three, but in some trades there may be as many as seven. 
In the Hamburg sugar trade it was the custom to issue only 
one. A bill of lading issued in England must be stamped 
with a sixpenny stamp before issue. Besides the straight 
Shipped ” bill of lading another form headed '' Received 
for shipment ” is now frequently issued. This type was 
not unknown before the War, but during the War when the 
sailing dates of ships were very uncertain, it became the 
fashion to issue this type of bill which recites that the goods, 
numbers, etc., as set out in the schedule, have been received 
by the shipping company for shipment.” It is an un- 
decided question of law whether a ‘‘ received for shipment ” 
biU of lading is or is not a good bill of lading. In the case 
of Diamond Alkali Export Corporation v. Bourgeois (reported 
in the October, 1922, number of the Journal of the Institute 
0} Bankers), it was held that such a bill was not a bill of 
lading within the terms of the c.i.f. contract of sale under 
which the particular sale was •made. In another case the 



Judicial Committee of the Privy Council has held a " re- 
ceived for shipment bill of lading to be a good bill for 
certain purposes. It is not possible to deal fully with the 
law relating to this and other classes of documents, and 
for fuller details the reader is referred to Mr. Alfred 
Williams' Bankers Advances Against Produce (Pitman). 

(2) Insurance Policies, It is usually understood that the 
shipper shall insure the goods unless the opposite is agreed 
-upon by the consignee. The policy is a lengthy document 
setting out the ‘‘ adventures and perils of the sea which we, 
the assurers, are contented to bear." During the War it 
became the custom to include all war risks which are not 
ordinarily covered by an insurance, and long after the 
conclusion of peace “ insurance including war risk ” was 
■one of the conditions stipulated for by the person opening 
a commercial credit, 

(3) Invoices. These are drawn up by the exporter 
setting 5 ut the description, marks, and qualities, and the 
amount claimed for the goods sent. 

The above mentioned documents are usually caUed for 
in every commercial credit, but in addition special docu- 
ments may be called for in certain trades and in shipping 
goods from certain countries. These are — 

(4) Consular Invoices. When countries impose ad 
valorem duty, the revenue authorities are hable to be 
-defrauded by consignors agreeing with importers to invoice 
goods at prices lower than agreed prices in order to escape 
payment of duty. For this reason customs authorities of 
many countries insist that the prices of certain classes of 
goods shall be authenticated by the consul of the country at 
the port of consignment on an invoice signed and stamped by 
him, otherwise goods are charged with the maximum duty. 

( 5 ) Weight Certificates. The bills of lading issued by the 
shipping companies merely state that goods bearing such 
and such marks have been shipped. They do not specify 
that the goods are of any weight or quality, and it is common 
in trades such as the coal tfade w'here the commodity is 
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sold by weight, for the consignee to insist that a weight 
certificate signed by the railway company sending the goods 
to the port shall accompany the invoices. 

(6) Analyses and Assay er's Certificates are frequently 
called for in the importation of chemicals and minerals. 
The credit may stipulate that ore imported shall not contain 
more than a certain percentage of iron oxide and that an 
analyst's certificate shall be forwarded to verify the fact. 

(7) Certificates of Disinfection are required when rags 
are imported for making shoddy or paper. Quarantine 
authorities will not allow rags to be landed unless accom- 
panied by a certificate that they have been properly 
disinfected at the port of shipment. 

Opening the Credit. The credit having been approved, 
the particulars of the credit and the parties to it are entered 
up in a register. The opening of a confirmed credit or a 
currency credit represents a contingent liability which is 
recorded by debiting Foreign Credits " and Crediting 
‘‘ Head Office Engagements." When the credit is paid and 
settled the entries are reversed. As the work is split up 
among the clerks by countries, credits opened in banks in 
the U.S.A. will be entered in one ledger, credits opened in 
France in another, and so forth. Each register has a 
number and each credit is given a serial number in the 
register. Thus, supposing No. i is the American register, 
a particular credit would be described as 1/253, meaning 
253 in the first register. If the credit is to be opened by 
cable, a cable will be worded so as to express the conditions 
of the credit in as few words as possible and yet be perfectly 
coherent. The following is the usual form — 

CiTYBANK, 

New York. 

By order of John Doe Co., 

Open confirmed credit No. 253, favour of Richard Roe & Co., 

For ten thousand pounds. 

Available until 3 1 st December. 

Pay against bladings, insurance policy including war risks, invoices, 
drafts 30 days sight on us. 

(Code address of sender.) 

This cable is handed in to the cable office and sent in 



code to the New York Bank. It is confirmed by a carbon 
duplicate of the cable form being sent by the following mail. 

’ In due course John Doe & Co. present the documents 
to the National City Bank, New York, which buys their 
drafts for £ 10,000 at the current rate for thirty days’ sight 
drafts on London, and later ttie draft and documents are 
received by the foreign branch of the English bank in 
London. The full particulars of every step made in pay- 
ing the credit are recorded in the register as they occur, 
and if the drafts are allowed to mature the customer will 
be debited by Remittances and Sundries at his branch 
with £ 10,000 and the National City Bank, New York, 
sterling account credited £ 10 , 000 . In most cases, how- 
ever, the importers want to get immediate possession of 
the goods in order to sell them. There are two courses 
open to them, either to pay the bills under rebate or 
allow the bank to retain ownership in the goods by sign- 
ing a trtist receipt in the bank’s favour. A trust receipt, 
or “ letter of trust ” as it is more frequently called, is 
an instrument which is so drafted that the bank retains 
its ownership of the goods, notwithstanding that the 
customer is allowed to have possession and dispose of 
them. The money received by the customer on account 
of the sale of the goods by the terms of the trust receipt 
is held in trust for the bank. The customer pays the 
money into his account, or an account specified in the trust 
receipt, and, by the time the bills mature there is sufficient 
on the account for the bank to reimbuse itself, the surplus 
being the profit of the customer on the sale. 

Commercial Credits Inwards. The Commercial 
Credits Inwards Department handles the opposite side of 
the transactions already described. That is to say, foreign 
banks open credits with an English bank in favour of 
English exporters, and the bank is asked to pay away money 
or buy bills of the beneficiary against delivery of the same 
classes of shipping documents already described. Thus the 
Canadian Bank of Commerce issues to the beneficiary of 


28— a926) 



THE CANADIAN BANK OF COMMERC^^ 

Established 1867. Head Office : Toronto 

COMMERCIAL LETTER OF CREDIT 

No Amount 

To 

19 


W& hereby authorize 

of to value on you at sight 

for any sum or sums not exceeding in all 

to he used for the payment of. 

to he purchased for account of. 

of. and to he shipped to 


The shipments must he completed and the drafts drawn on or before 

and advice thereof must he given to you in 

original and duplicate. 

Every draft drawn under this Credit must he accompanied by a 
complete set of hills of lading made out to the order of The Canadian 
Bank of Commerce for merchandise shipped in accordance with the 
terms of this Credit and by invoices and insurance as specified hereunder 

Invoices 


Insurance 


Every draft drawn under this Credit must state on its face that it is 

drawn under The Canadian Bank of Commerce 

Credit No and the Bank negotiating the draft is required 

to see that the amount is endorsed hereon. 

And we hereby agree with the drawers, endorsers, and bona fide holders 
of drafts drawn in accordance with the terms of this Credit that such 
drafts shall he duly honoured on presentation. 

For The Canadian Bank of Commerce 
' Manager. 

Acct. 

SPECIFICATION* 


OF Payments made under this Letter of Credit ^ 


Date 

Paid by 

Amount 

Amount 

when Paid. 

in Words. 

in Figures. 
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one of its commercial credits an instrument drafted as 
.shown on page 424, which the beneficiary exhibits when 
he draws his drafts. 

The Credits Inwards Department is organized in divisions 
of countries, one clerk opening all credits opened by 
Canadian banks, another all l^y French and Belgian banks, 
and so forth. The Credits Inwards is concerned not so 
much with the credit of the original parties, but with 
carrying out exactly the instructions of the foreign banks. 
If a bank pays away money against the wrong set of docu- 
ments not in accordance with the foreign bank's instructions, 
the foreign bank will not accept them or allow itself to be 
debited with the money. By the time the mistake is 
discovered the goods and the documents purporting to 
appertain to them will be on the other side of the ocean 
and the goods will probably be l3dng on the side of some 
foreign wharf unclaimed. The bank is then saddled with 
the costly business of selling the goods at a ruinous price 
through an agent in the foreign country. Consequently all 
documents have to be minutely scrutinized to see they are 
in order and are the documents called for under the terms 
of the credit. Immediately the bank is notified of the 
issue of the credit it gives the credit a serial number in its 
books and enters the particulars on a folder which serves 
as a cardboard jacket containing all the correspondence 
relating to it. The beneficiary is notified of the existence 
of the credit in his favour and sent an instrument drafted 
in the form shown on page 426. 

The instrument sent in the case of an unconfirmed credit 
is similar but it is clearly marked Advice of Documentary 
Credit No. . . . Which does not carry our confirmation 
and is subject to cancellation without notice." 

From time to time minor discrepancies occur between 
the documents tendered and the documents called for. 
In fact it is seldom that a set is received in absolutely good 
order, and for its own protection the bank takes a letter 
of indemnity from the beTieficiary in case the foreign 
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London 


19 


CONFIRMED CREDIT No 

Dear Sir, 

Kindly note that under instructions by telegram we have been 

mail 

requested by 

to open a confirmed credit in your favour on account of Messrs. 
for £ say 


available by your draft on us at against the following 

documents, viz.— 

Invoice 

Consular Invoice 

Bills of Lading (full set) 

Insurance Policy (Marine and War) 


evidencing shipment of 


Shipment to be effected on or before 

per S.s from to 

Drafts drawn under this credit must be presented to us on or 

before 

All drafts must bear the number or reference mentioned above, 
and we undertake to honour such drafts on presentation provided 
they are drawn and presented in conformity with the terms of this 
credit. 

Yours faithfully. 


Manager. 

importer refuses to accept the documents as not being the 
ones called for. If there is any serious discrepancy the 
documents are refused and no money paid away. If the 
credit is a currency credit the bank buys the beneficiary’s 
drafts and credits its own currency account with the foreign 
bank. If it is a sterling credit it debits the sterling account 
of the foreign bank with itself and forwards the drafts with 
the documents under advice. The above is a description 
of how an ordinary documentary credit is opened and 



settled. At branches in ports such as Liverpool special 
business is undertaken in financing cotton imports into 
the country. There is no space here to describe it. The 
principle on which the credits are opened is the same, but, 
in addition to handling documents, banks have frequently 
to make arrangements for warehousing the goods and keep- 
ing possession of them until the importer is ready to sell 
them. This involves the handling of dock warrants, 
warehouse-keepers’ warrants, warehouse-keepers’ receipts, 
dehvery and transfer orders, and several other types of 
quasi negotiable instruments not met with in the ordinary 
commercial credits opened by firms in Lond-on. 

Mail Transfers and Travellers’ Letters of Credit. 

Mail Transfers. As has already been stated, the 
transfers bought and sold to cover market transactions are 
in most cases cable transfers. In addition to these, 
remitta’ices have to be made by customers to foreign 
persons abroad, and instead of buying a cheque some 
customers instruct their bank to pay over so much currency 
to some foreign bank for account of their foreign creditors. 
The transfer is reimbursed in exactly the same way as a 
cable transfer, but instead of it being cabled, a letter is sent 
to the foreign bank instructing it to make the letter payment 
and giving full particulars of the bank to which it is to be 
paid, the name and address of the beneficiary, and by 
whose order it is made. The customer pays for the 
transfer at somewhere about the rate for selling cheques, 
and the foreign bank reimburses itself by debiting the 
currency account of the English bank in its books. 

When a foreign bank sells a mail transfer (or “ letter 
payment ” as it is sometimes called) the letter of instruction 
is acted upon by the Inland Payments Department, which 
makes out a bankers’ payment payable to some English 
bank for account of the beneficiary named, and debits the 
sterling account of the foreign bank for the same amount. 

Travellers’ Letters oi? Credit. Travellers’ letters 
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of credit are of two kinds. They may be made payable 
at one particular bank, when they are known as “ specially 
advised letters of credit,'' or they may be “ circular 
letters of credit, that is to say, the holder is entitled to sell 
drafts drawn on the bank issuing the credit at any of a 
number of correspondent ban}?:s named in a circular which 
is provided with the letter. The first class are hardly 
distinguishable from confirmed commercial credits. The 
paying bank is advised by mail to pay the beneficiary's 
drafts up to a certain amount, and the foreign bank is 
provided with a specimen of his signature as a means of 
identification. On presenting himself at the counter of the 
foreign bank, the beneficiary is handed the foreign bank's 
form of draft to sign in duplicate. If the credit is payable 
in currency the draft is drawn on the foreign bank which 
reimburses itself by debiting in its books the currency 
account of the English bank. If it is payable in sterhng 
the drafts are drawn at sight on the English bank «nd the 
foreign bank buys them at the rate of the day and remits 
them for credit of its sterling account. 

Circular letters of credit are nearly always payable in 
sterling. The beneficiary who has bought the letter is 
provided with a '' letter of indication " giving a list of 
correspondents, which list he is instructed to keep apart 
from the letter. He makes his specimen signature in the 
letter of indication, and on presenting himself at any of the 
correspondent banks signs his drafts in their presence and 
shows that his signature agrees with the specimen signature 
witnessed by the officers of the English bank which has sold 
the letter. A circular letter is obviously more convenient 
for a traveller who is going from one place to another, 
but there is always the danger that he may lose both 
circular and letter, and a thief may successfully forge his 
signature and obtain from other correspondents the 
remainder of the money due on the letter. It has been 
several times held that where a letter has been sold with 
the proviso that the letter should be kept separate from the 



letter of indication, the bank issuing the letter is not 
responsible if a thief subsequently successfully forges the 
holder’s signature. The keeping of letter of credit and 
letter of indication apart is considered a material part of 
the contract' when the letter is sold, and the holder must 
stand the loss. (See Legal Decisions Affecting Bankers, 
published by the Council o? the Institute of Bankers ; 
Rhodes v. London and County Bank, 1880 ; and Hume Dick 
V. Berries, Farquhar & Co., 1888.) 

The majority of circular letters of credit are sold to 
customers for cash through the branches. Besides charging 
a smah commission, a bank has the use of its customer’s 
money until the letter is exhausted. 

Conversely the bank acts as the paying agent named in 
the letter of indication of letters of credit sold by foreign 
banks. Most drafts drawn against such letters are payable 
in currency. The holder presents himself at the counter and 
signs h% drafts in the presence of the cashier who compares 
the signature with the signature shown in the letter of 
indication, which has been witnessed as his signature by 
the officers of the foreign bank. The drafts are bought at 
the cheque buying rate and the amount marked off in the 
space provided on the back of the letter. We give on 
page 430 the wording of such a letter for a sterling letter 
issued by the Canadian Bank of Commerce, and on page 
431 we give a form of letter of indication. 

Circular Cheques. 

These are cheques drawn for £5, £10, or £20, made 
payable at any of a list of foreign and colonial corres- 
pondents printed on the reverse or specified on a separate 
list furnished to the holder. Formerly circular cheques 
were frequently made payable, and could be cashed in 
a dozen or more currencies at fixed gold parity rates and 
their value in francs, dollars, hre, etc., was printed on the 
border of the cheques. Since the War rates have fluctuated 
so greatly that it is no Iqnger possible to cash circular 



CIRCULAR LETTER OF CREDIT 

No ISSUED BY / '• 

THE CANADIAN BANK OF COMMERCE 


To the Bankers 

named in our Letter of Indication, 


IQ. 


This letter wilt be presented to you by 


in whose favor we have established a credit of. 

Sterling 

to be availed ofhy.^ demand drafts on 

The Canadian Bank of Commerce, London, which we request that 
you will negotiate at the current rate of the day. 

The draft should hear the following clause : Drawn under 

C.B. of C. Credit No. oooo " they should be drawn within one 

r 

year from the date hereof, and the date and amount of each draft cashed 
are to be entered in the space provided on the back of this Letter. 

M 

provided with a copy of our Letter of Indication, whereon 

signature may be found. 

For The Canadian Bank of Commerce. 


SPECIFICATION 

OF Payments made under this Letter of Credit 


Date 

when Paid. 

Paid by 

Amount 
in Words. 

Amount 
in Figures. 




_Q 
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No. 


ISSUED BY 


THE CANADIAN BANK OF COMMERCE 


,19. 


To the Agents and Correspondents of 

The Canadian B^nk of Commerce in Canada 


This letter will be presented to you by Mr. 


whose signature is 

appended. Mr is authorized to draw on 

demand on of 

to the extent of Dollars in 


any one week ; drafts in all not to exceed ?. 

Dollars 

the first transaction to take place on or after 19 

Payment of the drafts is guaranteed by us. 

The Drafts are to be subject to your usual charges ; they must 
state on their face that they are drawn under the Canadian Bank of 


Commerce, 


Letter of Credit No , dated 


19.... 

...., and the date and amount of each must be 


endorsed on the back of this letter. 


The present credit expires. 


19 

.Manager. 

Accountant. 


To 


19 

THE CANADIAN BANK OF COMMERCE 


The undersigned having received from you a Circular Letter 

of Credit for $ of which a true copy is on 

the other side, hereby agree to its terms, and in consideration thereof 
hereby jointly and severally agree to pay you on demand the 
amounts drawn under said Credit, with a commission of one-quarter 
of one per cent on the said amounts. 

'% 
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cheques at fixed rates, and they are now issued payable 
only in sterhng in denominations of £ 5 , The holder can, 
however, cash them at current rates of exchange,'' and 
most banks which do not happen to be correspondents will 
buy such cheques at the market rate and remit them to 
their agents for collection. ^The use of circular cheques 
does not involve the carrying of a separate letter of identifi- 
cation, The value of the cheque is printed on it at the time 
it is issued and it is already signed by two officers in the 
Head Office of the bank who have the bank's authority to 
sign such cheques. Each cheque contains two spaces 
where the holder must sign. Holders are advised to make 
their signature in the space “ specimen signature of payee " 
at the time they buy the cheques. Payment by the corres- 
pondent depends upon the holder being able to repeat the 
signature to agree with the specimen signature made in the 
presence of the cashier of any correspondent bank 
where they are presented. If, therefore, the holder does not 
sign at the time he first receives them and he subsequently 
loses the cheques, any person finding them can obtain pay- 
ment by filling in his own name in both spaces. If the 
owner had previously signed, the finder would have had to 
forge successfully the signature of the true owner in the 
presence of the cashier. This is not an impossible task 
for an experienced forger who has deliberately stolen the 
cheques. He will probably practise the specimen signature 
until he can make it reasonably well enough to deceive 
a stranger such as the cashier of a foreign bank who has 
never seen the signature before. Consequently circular 
or direct letters of credit are safer to carry than circular 
cheques, and many travellers prefer them. 

From time to time a supply of printed circular cheque 
forms is obtained from the bank's engravers, and several 
officials at Head Office who have the bank's authority to 
sign are intrusted with the tedious operation of signing so 
many thousand of them. Since the cheques, once they are 
signed by two competent officials, become in the hands of 



a hona fide holder for value an obligation of the bank itself, 
special care is taken to see that the number of signed 
cheques handed back agrees with the number of forms 
issued, and usually a couple of officers locked up together 
in the vaults spend a few days once a quarter signing a 
number sufficient to last the wl^ole bank for several months. 

Cheques are sold by all branches for their face value plus 
the cost of stamps. Each branch sends to the foreign 
branch for a supply of the cheques it is likely to require, 
and on receipt of a supply particulars are entered in a 
register and the cheques are locked up with the bearer 
securities. 

Cheques may be sold by any branch of the bank or any 
affiliated bank. The cheques may be sold in complete 
books or singly to any person who pays cash for them. 
The purchaser, who is usually a customer, generally hands 
in his cheque for the amount plus the value of stamps. An 
English %ank, unlike an American bank, makes no charge 
for issuing circular cheques. As it may be several months 
before the cheques are presented for payment, the bank 
has meantime the interest on the money paid for them and 
this is its recompense for its trouble in issuing them. 
In addition most banks prefer circular cheques to letters 
of credit because circular cheques are most frequently 
presented and paid through the clearing and the bank 
has no need to take precautions to provide exchange 
abroad to meet them. On selling the cheques the branch 
debits the customer's account and credits foreign branch 
by branch, advice, at the same time forwarding full particu- 
lars to whom the cheques have been issued and a specimen 
of the payee’s signature. If it is a branch of an affiliated 
bank which is selling the cheques it credits foreign branch 
through agents’ account. 

It frequently happens that travellers return to this 
country with a supply of cheques uncashed. Instead of 
sending them to the foreign branch, there is nothing to 
prevent them cashing the cjheques at any branch of the 
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bank or paying them into their accounts at branches of 
English banks. The cheques are presented through the 
clearing in the ordinary way, but must be indorsed by tire 
collecting bank. No commission is allowed to English 
banks or branches for cashing the cheques. Foreign 
correspondents are remunerated out of the rate of exchange 
they agree to give the payee. 

It is clear that cheques do not become a liability of the 
bank until they are actually sold to the public. Though 
signed by two authorized officials they are not even con- 
tingent liability while they are in the bank's vaults. When 
cheques are issTled by branches, branch advice is debited 
with the branch advice forwarded and Circular Cheques 
Account credited. When cheques are presented through 
the clearing and paid, they are debited to the account, the 
balance of which (always a credit balance) represents an 
actual liability for cheques in the hands of the public. 
When cheques are paid, the two signatures are scrutinized 
to see that they apparently agree, and if a customer loses 
his book of circular cheques a circular can be sent to all 
branches advising them of the numbers and the specimen 
signature and instructing them not to cash the cheques. 
The agents abroad where such cheques might be paid are 
so numerous that it would be useless to attempt to circu- 
larize them unless the amount of the cheques lost or stolen 
was very large. 

Circular Cheques Cashed. Every night a circular 
is sent out to all branches, advising them of the rates at 
which they are free to buy foreign sight drafts in which are 
included circular cheques issued by foreign banks for which 
the bank acts as correspondent. On page 435 is shown the 
form of wording of the well-known American Bankers' 
Association circular cheque which very nearly every 
American tourist carries with him when he travels abroad. 

These can be bought at any of the branches of an English 
bank. No commission is charged for cashing them, but 
the English bank, of course, takes its profit in the rate it 
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AMERICAN BANKERS’ ASSOCIATION 
travellers’ cheque 

BANKERS TRUST COMPANY 
New York City. 

When countersigned below with this signature at any 
time within two years from date, to wit 

ly 


Pay to the Order of^ I20.00 

or its equivalent 

Countersignature below. 

3 4 

by Treasurer. By. Cashier. 

1 Sign here when purchasing Cheque at Bank. 

* Here write Name of Payee. 

® Countersign here in the presence of person called on to accept cheque. 

^ Name of Issuing Bank will be printed in this space. 

quotes. The branches debit their Overseas branch 
“ By Remittances and Sundries ” with the amount they 
have padd for them, and Overseas branch sends them out to 
America to the bank's agent to collect through the New 
York Clearing House for credit of their dollar account. 

The Securities Department, 

An Overseas branch has a Securities Department organ- 
ized on much the same lines as the Securities Office of any 
other large branch, {see page 279) but the securities held 
are mostly in the name of foreign banks on behalf of their 
customers. The securities are mostly English or inter- 
national securities which have been bought on behalf of 
customers of foreign banks who prefer the English bank to 
keep them and collect the coupons in sterling. The foreign 
bank is sent a numerical note for each security taken in to 
be held in its name. When the foreign bank wishes the 
securities to be sold it sends back the numerical note with a 
letter of instructions as to how the securities shall be dis- 
posed of. Conversely the Securities Department keeps a 
register of securities which are held by banks abroad for 
account of its own customers who wish the coupons to be 


r 


Outside of 
the United 
States this 
cheque is 
payable at 
the cur- 
rent buy- 
ing rate for 
Bankers’ 
Ch e q u e s 
on New 
1 York. 
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collected and credited to their currency accounts. From 
time to time the banks send a statement of all the securities 
held '' in their dossier/' that is to say, at their disposal. 

The market value of securities held in the dossier of 
each foreign bank is calculated and entered on a valuation 
sheet, the purpose of which is to estimate the available 
security on which the bank could exercise a lien in the event 
of the foreign bank overdrawing its account. In this 
valuation are entered only securities apparently held for 
the bank itself and not securities held to the order of 
customers of the foreign bank on which the English bank 
has, of course, no lien. 

Before the War very considerable amounts of international 
securities were held in London by the branches of the 
foreign banks to carry out arbitrage transactions on behalf 
of their main offices in foreign centres. 

To illustrate the method of working arbitrage on the 
price of securities, it will be best to quote an eikample. 

The buying price of De Beers Def. shares on i8th August, 
1923, was £i3xiTth. To this add brokerage, say gd., 
and cost of remittance by registered post, say 6d., and one 
may say it would itpst £13 2s. 6d. to buy a share in London 
and send it to Paris. The rate of exchange on Paris is 
82,65. The equivalent of buying a share and remitting it 
to Paris is therefore 13.125 X 82.65 = 1,084.78 francs. 
De Beers Deferred are quoted on the Paris Bourse at 
1,088 (this, as a matter of fact, was the quotation in the 
newspapers). After allowing 2.50 francs for brokerage, 
a person can obtain 1,085.50 francs for delivery on the 
market for the same shares. . In this case the difference is 
so slight that the arbitrage transaction is not worth while. 
Supposing the French price had been 1,098, a profit of 
about 10 francs clear could have been made by buying in 
London and seUing in Paris. Before the War there was a 
considerable amoxmt of this class of arbitrage but it was 
always necessary to sell for the Stock Exchange Account 
in order to allow sufficient tim^ for the securities to be sent 



over, and, in the case of shares sold in Paris, converted into 
bearer warrants, registered shares being practically unknown 
ifi Paris. Similarly, shares sent from Paris woidd have to 
be English stamped to be good delivery on the London 
Stock Exchange. When the arrangements for purchase or 
sale were undertaken by the^^ London branch of the same 
bank and the branch already had a stock of the securities 
on hand fit to make good delivery the work was much 
simpler. No securities had to be sent and all that was 
required was a letter of instructions to buy or sell at not 
more or not less than a certain price. Arbitrage work on the 
price of securities was prevented at the Outbreak of the 
War, first by the compulsory closure of the Stock Exchanges 
and later by the regulations of the Stock Exchange Com- 
mittee, which forbade the purchase or sale of securities on 
the London Stock Exchange which had not been in the 
physical possession of the vendor prior to 30th September, 
1914. ^n order to conduct easily arbitrage business on 
shares it is necessary to sell for the Stock Exchange Account 
in order to allow oneself time sufficient to get the shares 
over and converted into a form that will be good delivery. 
Therefore it is only since the resumptioaiof deahngs for the 
account that arbitrage transactions have been common 
again. Another condition is a reasonable expectation 
that rates of exchange will remain stable. Supposing that 
the rate of exchange goes from 82.65 to 90 between the 
time that the shares sold in London are delivered in Paris, 
the transaction will result not in a profit but a considerable 
loss. 


Foreign Bills. 

Section 4 of the Bills of Exchange Act reads : An 
inland bill is a bill which is or on the face of it purports to 
be both drawn and payable within the British Islands 
upon some person resident therein. Any othef hill is a 
foreign hill” The Foreignr Exchange Departments of a 
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bank are called upon to handle two classes of foreign 
bills — 

(1) BUls drawn by foreigners or persons abroad 6n 
persons in this country and which are sent by foreign 
correspondent banks to banks in this country for collection 
and credit to their accounts.^ 

( 2 ) Bills drawn by persons in this country on persons 
resident abroad which are sold to English banks or sent to 
foreign correspondent banks for collection and credit 
to the account of the English banks. 

Bills in the first category are treated in very much the 
same way as infand bills. The majority are drawn payable 
in sterling and can be collected through the ordinary 
channels. If there are any documents to be given up 
against acceptance (D/A), or against payment (D/P), the 
bUls have to be specially presented in accordance with the 
foreign bank’s instructions. The bills are entered in a 
register and sorted in order of maturity under the tiame of 
the remitting bank. Each day the diary is consulted to 
see what bills are falling due ; they are collected and the 
proceeds credited to the sterling accounts of the foreign 
banks. When such biUs are drawn in currency th^ bank 
virtually buys them at the sight rate for the day ^|id re- 
imburses the foreign bank either by sending a ch^tie for 
the amount in currency or by instructing it to debit its 
currency account. 

Foreign banks frequently send bills with the primary 
intention of having them collected at maturity, but finding 
themselves in need of fimds in London or wishing to take 
advantage of low discount rates prevailing in the London 
market, subsequently request the English bank to discount 
the biUs and credit the proceeds to their sterling accounts. 
If the bills are drawn in sterling they are discounted in the 
same way as an inland biU, but if expressed payable in 
currency they are bought at a rate that includes discount. 
The foreign bank is credited and a special Foreign Bills 
Purchase Account debited mtlFthe amount of the currency 





and sterling equivalent. At maturity the bill is charged to 
the drawee at the sight rate for the day, and when he pays 
it the Foreign Bills Purchased Account has to be credited 
and cash (or one of the clearings if a cheque is taken) 

^ debited with the proceeds. The difference on the Bills 
Purchased Account sterling ODlumn represents the profit 
on the transaction. If they involve large amounts, such 
purchases have to be covered by a sale of a currency cheque 
or other cover in the market at the time the bills are pur- 
chased, The majority of biUs drawn on London are pay- 
able in sterling, and no currency entries have to be passed 
when they are discounted. 

Bills drawn on persons abroad may be received from 
domestic customers with instructions (i) to purchase them, 
or (2) to send them for collection. If sent for collection it 
is the practice in most banks for branches themselves to 
send their own bills to agents abroad. The branch credits 
its Short Bill Account and debits foreign bills for collec- 
tion,” If the bills are payable in currency it computes 
their value at something near the approximate rate for the 
day and charges their nominal amount in sterling to the 
two accounts. The foreign correspondent to which the 
bills are sent is instructed to credit the bank's currency 
account under advice to Overseas branch. When the 
foreign bank advises that the proceeds have been collected 
and credited. Overseas branch debits its currency account 
held with the foreign bank and credits the branch that has 
sent them with the proceeds by branch advice at the sight 
rate for the day. On receipt of the branch advice the 
branch reverses its entries in the Short Bills Account and 
Foreign Bills for Collection Account by debiting the former 
and crediting the latter with the amount originally 
passed. It then debits branch advice with the lower 
portion of the advice form and credits the customer with 
the proceeds. 

Foreign bills purchased are not handled by branches 
individually but sent to Overseas branch. The purchase 

29— (1926) 20 pp. 
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of a foreign bill — as distinguished from collecting a foreign 
bill — ^means that the bank has bought a future for so much 
currency and it must cover the risk by selling a cheque 
in the market for about the same amount. One ofQciars 
time is taken up in examining bills sent by branches for , 
purchase. He figures out fhe appropriate rates at which 
he will buy them based on the T.T. and cheque rates given 
him from the dealing room. The bills are allotted a serial 
identification number and their full particulars entered in 
a register. The remitting branch is credited with the 
proceeds by branch advice and '' Foreign Bills Negotiated 
Account '' debited. When the bills as shown by the foreign 
bill diaries mature, the banks to which they have been 
sent are debited by entries passed to special bill accounts 
in the name of the foreign collecting banks, and when they ^ 
send advice that the proceeds have been collected, the 
entry is reversed by a credit entry and the currency 
accounts kept with those banks are debited for the net 
amount of the proceeds. 

Shipping Department- 

The work of this department concerns primarily the 
collection of freight and other dues on account of foreign 
shipping companies. When foreign vessels load cargo 
in a port in this country, the foreign shipping company is 
due to receive the freight from the various exporting firms. 
An English bank is authorized by the foreign shipping 
company's bank abroad to receive the money and credit 
it to its sterling account under advice. Cheques are 
received from the various British ship brokers which are 
passed through the clearing and credited to the sterling 
account of the foreign bank for account of the foreign 
shippii^ company. Conversely, a ship in port may be 
called upon to pay dock dues, demurrage, etc., and the 
English bank is cabled to make the disbursement on behalf 
of the shipping company. The bank agrees the account with 
the representative of the shipping agency over here and 



pays a cheque to the dock company for what is due and 
debits the sterling account of the foreign bank. These are 
^mply routine classes of business, but in addition the bank 
may be called upon to undertake special disbursements on 
account of British vessels through agents abroad. These 
transactions are the reverse 4)f those already mentioned, 
and the foreign agent credits or debits the bank’s currency 
account with the amount involved. One particularly 
interesting feature of the work is the issue of bail bonds. 
A ship which has been in collision with another may be 
sued in a foreign court for the damage it has done. Since 
the defendants are aliens in the foreign ?:ourt, the only 
immediate way the court has of seeing that the money will 
be forthcoming to meet the costs of the suit, and if judg- 
ment is entered for the plaintiff to cover damages, is to arrest 
the ship in rem, and in order to obtain the release of the 
ship the owners must provide a satisfactory bond that the 
money Vill be forthcoming. If it is a case of an English 
ship which has been libelled, as it is called in America, 
arrangements have to be made with an American bank or 
trust company to issue a bail bond against the guarantee 
of the English bank. Conversely, if a foreign vessel is 
arrested in an English port an English bank may be 
instructed to issue its bail bond against the guarantee of a 
foreign bank. In some countries courts of law will not 
accept even a bond issued by a bank in the same country, 
and a correspondent has to be instructed to pay a sum of 
money into court. 

Cunard Office. 

Every large bank has in its organization several depart- 
ments which handle transactions which concern some 
peculiar feature of its own business and are not found in 
other banks. A few years back the Midland Ban^^made an 
innovation which deserves special mention as being evidence 
of the enterprise of English banks, namely, the installation 
of branch banks on board iiners. The Midland have for 






some time maintained branches on board the Aquitania, 
Mauretania, and Berengaria for the purpose of transacting 
foreign exchange business with the passengers. The staff 
consists of three or four men who travel first class and are 
on duty in the miniature bank on board these ships. 
They receive their rates from the Overseas branch in 
London by wireless, and conduct any class of foreign 
exchange business at the same rates as customers would 
receive on terra firma. Naturally, the largest amount of 
business is cash counter-work, changing foreign money and 
dollar circular cheques but, as passengers of all nationalities 
are on board, currency of all descriptions is bought and sold. 
On the way out there is naturally a tendency to change 
sterling into dollars, and on the way back dollars into 
sterling. The branch starts off with a supply of dollar 
bills and gets to New York with a safe full of sterling and 
other currencies. The ship generally stops in New York 
a coupla of days to refill its oil tanks and take in provisions ; 
meanwhile the money is deposited for better security with 
an American agent bank in New York, and on the way 
back the same sterling taken in on the outward journey M 
frequently paid out in exchange for dollar bills. Business 
is conducted in exactly the same way as on shore, and at 
the end of the day the commitments are made known by 
wireless and covered by the dealers in the Overseas branch 
by purchase or sale in the market. Every voyage is treated 
as a separate venture, and on docking at Southampton or 
Liverpool the books are taken by the staff to London and 
handed over to the Cunard Office which is a sort of 
headquarters in London of the staff serving on board the 
liners. The work of the Cunard Office consists in auditing 
the accounts of each voyage and getting stationery, supplies 
of foreign currency, etc., ready for the next voyage. 
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Inland Revenue Circular, June, 1923 

The Board of Inland Revenue furnish the following inform- 
ation regarding the Stamp B^uties with which Secretaries, 
Registrars and other Ofiicers of Companies are most usually 
concerned. 

Secretaries of Companies and others whose office it is to 
register or enter any instrument chargeable with Stamp Duty 
are required to see that such instrument is properly stamped 
before registration or entry. In any case of doubt the Com- 
missioners of Inland Revenue may be asked to adjudicate 
upon and assess the Duty under the provisions contained in 
Section 12 of the Stamp Act, 1891, and ofiicers responsible for 
registering instruments should suggest that apphcants have 
recourse to this step whenever it appears to be in any way 
desirable. 

Any person, being the proper officer to enrol, register, or 
enter in or upon any rolls, books, or records any instrument 
chargeable with any Duty, who enrols, registers, or enters 
any such instrument not being duly stamped, is liable to a 
fine of £10, 

Persons executing instruments in which all the facts and 
circumstances affecting their liability to Duty, or the amount 
of such Duty, are not fully stated, or who, being employed or 
concerned in the preparation of any instrument, neglect to 
set forth such facts and circumstances, are liable to a fine oi £10. 

The duties are required to be denoted by impressed stamps, 
except in the following cases — 

Foreign Bills . . . Adhesive Bill ” stamps must 

be affixed and cancelled 
before payment, endorse- 
ment or negotiation. 


Agreements under hand (6d.) . 
Bill of Exchange on demand (2d.) 
Fire, Accident, etc.. Insurance 
Policy (6d,) 

Letters of Renunciation (id. or 

6d.) 

Protest of Bill of Exchange 
Proxies (id.) . . . ^ . 

Receipts (2d.) 


Adhesive postage stamps 
may be used. Such 
stamps must be effect- 
tively cancelled by the' 
person first executing 
the instrument. 
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Stamps of other countries are not recognized except the 
stamps of. Northern Ireland and the Irish Free State. Instru- 
ments executed and stamped in either of these countries are 
Seemed to be duly stamped in this country provided the 
amount of the stamp is not less than the amount chargeable 
on the instrument in this country. 


s. 

o 


o 6 


O 10 o 


Accident Insurance Policy .... 

Agreement not otherwise charged with Duty, under 
hand only or without clause of registration 
Agreement not otherwise charged with Duty, under 
Company's seal or with clause of registration 
Bill of Exchange (Cheque), payable on denland or 
at sight or on presentation or within three days 
after date or sight ...... 

Bill of Exchange and Promissory Note, drawn 
or expressed to be payable in Gt. Britain and 
Northern Ireland — 

Not exceeding £io . 

Exc^bding ;£io but not exceeding £2^ 

£■25 .. £50 

„ £50 „ .. £75 

£75 „ .. 

„ ;^ioo, for every ;^ioo or part 
drawn and expressed to be payable out of Gt. 

Britain and Northern Ireland and actually 
paid, endorsed or negotiated in Gt. Britain 
and Northern Ireland — 

Not exceeding £10 

Exceeding £10 but not exceeding £2^ 

„ £25 .. .. £'^°° • 

,, £t-oo, for every £100 or part 

Protest of any Bill of Exchange or Promissory 
Note — Same Duty as on Bill or Note if not 
exceeding is., in other cases . . . .010 

Bonds, Debentures, Mortgages and other securities. 
I. — Registered and transferable only by instrument of 
transfer — 


o 

o 

o 

o 

o 

o 


Where the amount secured does not exceed £xo 
Exceeds £10 and does not exceed £2^ 
n £' 2-5 » » ^50 

£50 % .. £^°° • 


£ s- 

0 o 
0 0 
0 I 
0 2 


d, 

3 

8 

3 

6 
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r 

5. 

d. 

£100 

and does not exceed £150 

. 0 

3 

9 

£150 

.. £200 

. , 0 

5 

0 

£200 

„ £250 

. 0 

6 


£250 

.. .. £300 

0 

7 


£300. 

for every ;£ioo, and also 

for 




Exceeds 


any fractional part of £100 of such, 
amount . . . . . . < 

If given in substitution for a duly stamped 
security, whether registered or to bearer, 
for every £100, or part . . . . < 

(Maximum duty . . los.) 

II — Transferable by delivery (Bearer Securities) - 

(a) Repayable mthin not more than one year, 
for every ;^io, or part, of amount secured . 

(b) Repayable within not more than three 
years, for every £10, or part, of amount 
secured ....... 

(c) Repayable at a time exceeding three years, 
for every £10, or part, of amount secured . 

{d) If given in substitution for one duly stamped 
under ((?), 'for every £^o, or part . 


A bearer security given in substitution for a regis- 
tered security requires the full duty of four shillings for 
every ;^io, or part. 

The term amount secured includes in certain cir- 
cumstances any bonus or premium covenanted to be 
paid when the bonds or debentures are redeemed. For 
instance, a bond for £100 which secures the payment of 
the ;£ioo with a premium of £s must be stamped for 
£105, unless such premium is payable only in consequence 
of some voluntary act of the Company. This rule applies 
alike to original and substituted securities. 

Where Debentures are re-issued under the provisions 
of Section 104 of the Companies (Consolidation) Act, 1908, 
either by the re-issue of the same Debentures or by the 
issue of other Debentures in their place, such re-issued 
Debentures fall to be treated as new Debentures for the 
purposes of Stamp Duty, and the full ad valorem Duty is 
payable thereon. Similarly, if Debenture Stock is 
re-issued, further duty is payable either on the trust 
deed or by way of Loan Capital Duty. 

In the case of substituted Securities of any description 
chargeable with a reduced rate of Duty, the Duty can 
only be impressed thereon upon presentation at Somerset 
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House, or at the Inland Revenue Othce, Edinburgh, of 
both the original and substituted Securities at a date 
prior to the expiration of the original Securities. When 
registered Securities have changed hands, the transfers 
must be produced for inspection. 

Capital (Share), per £100 oi^part of 100 nominal . £1 

A stamped statement of the amount which is to form-- 
the nominal share capital of any Company to be regis- 
tered with limited liability under the Companies Acts 
1908-1917, is to be delivered to the Registrar of Joint 
Stock Companies before the Company is registered. In 
the case of any increase of nominal share capital a state- 
ment must be delivered, duly stamped,* within 15 days of 
the resolution of the Company authorizing the increase. 

In the case of other Companies formed or established 
in Gt. Britain with limited liability, a statement must be 
delivered, duly stamped, to the Commissioners of Inland 
Revenue within one month after the date of the Act, 
Letters Patent, Order, or other authority constituting 
tke Company. In the case of an authority to increase 
the nominal share capital, a statement must be delivered, 
duly stamped, within the like period. 

£ s. d. 

Fire Insurance Policy 006 

Letter of Allotment / 006 

Letter of Renunciation f ‘ • 

If the nominal amount allotted or renounced is 
under £^ . . . . . . .001 

Loan Capital, per £100 or part of £100 . .026 

(Subject to deduction of 2s. for each complete 
;^ioo which is applied in conversion or con- 
solidation of existing Loan Capital.) 

A statement of the amount of any Loan 
Capital proposed to be issued by a Company 
formed or established in Gt, Britain is required 
to be delivered to the Commissioners of Inland 
Revenue, but duty will not be charged to the 
extent to which mortgage or marketable 
security duty has been paid on any trust deed or 
other instrument securing the loan. 

Loan Capital includes any funded debt and 
any capital having thft character of borrowed 

29a— (1926) 



448 


APPENDIX 


money in whatever form it is issued, but not a £ s. d. 
bank overdraft or other loan raised for a 
merely temporary purpose for a period not 
exceeding twelve months. 

Marine Insurance Policy. 

I . — Where the premium or cq^sideration does not 

exceed the rate of 2s. 6d. per centum of the sum 
insured . . . . * . .001 

Where the premium or consideration is expressed to 
be a sum not exceeding the rate of halfra-crown per cent, 
and is subject to an increase (whether defined or not in 
the policy) in the event of the occurrence of a specified 
contingency, Hit shall be treated as one not exceeding the 
rate of half-a-crown per cent. But if, owing to the 
occurrence of the contingency, the premium or con- 
sideration is increased so as to exceed the rate of half-a- 
crown per cent, the policy or a new policy to be thereupon 
issued shall be stamped with the additional duty payable 
and may be so stamped without penalty at any time not 
exceeding thirty days after the date on whi^ the 
increased premium or consideration becomes ascertained. 

II. — In any other case — 

(а) For or upon any voyage — 

I s. d. 

Where the sum insured does not exceed 

;£250 003 

Where the sum exceeds £2^0 but does 

not exceed £500 . , . . .006 

Where the sum exceeds £^00 but does 

not exceed £jso . . . . .009 

Where the sum exceeds £'j$o but does 

not exceed £1,000 . . . .010 

Where the sum exceeds £1,000 for every 

;^5oo or fractional part of £soo , .006 

(б) For time — 

Where the insurance is made for any time not exceeding 
six months a duty equivalent to three times the above 
amounts. ' 

Where the insurance is made for any time exceeding 
six months but not exceeding twelve months a duty 
equivalent to six times the above amounts. 
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Power of Attorney, Proxy, or other instrument in £ s, d, 
the nature thereof — 

For the sole purpose of appointing or author- 
izing a proxy to vote at any one meeting 
(including an adjournment thereof) at which 
votes may be given by proxy, whether the 
number of persons named in such instrument 
be one or more . . . . , .001 

For the receipt of the Dividends or Interest of 
any Stock — 

Where made for the receipt of one payment 

only 010 

In any other case connected with the receipt 

of Dividends or Interest . . .050 

General . . . . . . . o 10 o 

An order, request, or direction under hand 
only from the proprietor of any stocks or shares 
to any Company or to any officer of any Com- 
pany or to any banker to pay the dividends or 
interest arising therefrom to any person therein 
nailned is not chargeable with duty. 

Receipt given for or upon payment of or more .002 
Scrip Certificate, Scrip, or other similar docu- 
ment . . . . . . . .002 

Share Warrant and Stock Certificate to 
Bearer — 

. Issued under the provisions of the Companies 
Acts — three times the ad valorem Duty charge- 
able on a Transfer for a consideration equal 
to the nominal value of the Shares or Stock. 

Issued by colonial and foreign companies, per 

£10 040 

Transfer on sale or operating as a Voluntary Dis- 
position inter vivos of Stock, Shares or Marketable 
Securities of Companies, where the amount or 
value of the consideration for the sale (or, in the 


case of Voluntary Disposition inter vivos, the value 


of the property) does not exceed £^ . 

. Q I 

0 

Exceeds £^ 

and does not exceed £t-0 , 

. 0 2 

0 


„ .. £'^5 • 

• 0 3 

0 

.. 

£^° ■ 

. 0 4 

0 

.. ;^20 

„ .. £■^■5 • 

• 0 5 

0 

;^25 

„ „ £i^ • 

. 0 10 

0 

.. £50 

„ £15 ■ 

. 0 15 

0 



450 


APPENDIX 




1 

5. 

d. 

/75 and does not exceed £100 

I 

0 

0 

£100 

„ £125 • 

I 

5 

0 

£125 

„ >, £150 

I 

10 

J? 

;£i 50 

£175 

I 

15 

0 

£'^75 

£200 

2 

0 

0 

£‘ 2.00 

„ .. £225 

2 

5 

0 

£225 

, r £250 

2 

10 

0 

£250 

„ .. £275 

2 

15 

0 

£275 

„ £300 

3 

0 

0 

£300. 

for every £^q, and also for any 





fractional part of £^o of such amount 
of value . . . . . . o 10 o 

“ Marketable Security includes the registered Bonds 
and Debentures, generally, of Companies, Corporations 
and Public Bodies. 


A transfer of any Stock, Shares or Marketable Secuiity 
operating as a Voluntary Disposition inter vivos, is charge- 
able with ad valorem stamp duty at the above rates on 
the value of the property transferred. No such transfer 
is duly stamped unless it bears the Adjudication Stamp 
of the Commissioners of Inland Revenue. Re^stering 
Of&cers should therefore decline to register any trans- 
fers inter vivos by way of gift, unless they bear the 
Adjudication Stamp. An exception may, however, be 
made where the transfers are stamped with ad valorem 
duty upon the market value of the Stock or Securities 
at the date of the instrument, it being open to the Regis- 
tering Officer to obtain the Adjudication Stamp at any 
time subsequently, should necessity arise. 

By Section 42 of the Finance Act, 1920, special pro- 
vision is made for the case of transfers to a dealer on a 
Stock Exchange, as therein defined, or his nominee, when 
the transaction to which the transfer relates has been 
carried out by the dealer in the ordinary course of his 
business. Such transfers are sufficiently stamped with 
I os., if, in addition to that duty, they bear the special 
supplementary stamp under the terms of the Section. 

A transfer made in liquidation of a debt or in exchange 
for other Securities attracts ad valorem Duty. 

Transfers executed under seal, by way of Mortgage, of 
any Stock, Shares or Marketable Security, are chargeable, 
if the loan be disclosed in the Instrument of Transfer, 
according to the scale set forth under the head '' Bonds 
and Debentures.” If the ?ban be not disclosed in the 
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Transfer, and the transaction is disclosed by a further 
instrument, the further instrument, if under hand only, 
is chargeable with the duty of 6d. or if under seal is 
chargeable according to the said scale, and in either case 
the Transfer is chargeable with a duty of los. 


i 5 . d. 

Transfer of any other kind • . . fixed duty o 10 o 

Included under this head are — 

(a) Transfers vesting the property in trustees on the 
appointment of a new trustee of a pre-existing trust, or on 
the retirement of a trustee. 

( 5 ) Transfers for a nominal consideration to a mere 
nominee of the transferor where no beneficial interest in 
the property passes. * 

(c) Transfers by way of security for a loan or re-transfer 
to the original transferor on repayment of a loan. 

(d) Transfer to a residuary legatee of stock, etc., forming 
part of the residue divisible under a -will. 

(e) Transfers to 'a beneficiary under a will of a specific 
legacy of stock, etc. 

Transfers of stock, etc., forming part of an intestate 
estate, to the person entitled to it. 

(g) Transfers to a beneficiary under a settlement on distri- 
bution of the trust funds, of stock, etc., forming the share 
or part of the share of those funds to which the beneficiary 
is entitled in accordance with the terms of the settlement. 
Transfers by executors in discharge, or partial discharge, 
of a pecuniary legacy are chargeable with ad valorem duty 
on the amount of the legacy so discharged. 

In every case of a transfer for a nominal consideration, 
it will be necessary for the Registering Officer to be fur- 
nished with information as to the facts of the trans- 
action. In the case of a transfer falling within category 
ip) or (c) above, a certificate should be required, setting 
forth the facts of the transaction, signed by (i) both 
transferor and transferee, or {2) a member of a Stock 
Exchange or a solicitor acting for one or other of the 
parties, or (3) an accredited representative of a bank, 
when the bank or its official nominee is a party to the 
transfer. In the last case the certificate may be to the 
effect that “the transfer is excepted from Section 74 of 
the Finance (1909-10) Act, 1910.“ 

Tr9.nsfers to or from trustees other than those clearly 
falhng within the above Categories {a)f (i), [e), (/) and (g) 
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should be required to be adjudicated, unless either they 
are stamped with ad valorem duty (but with a minimum 
of I os.) on the market value of the stock, etc., or they, 
have been certified by a Marking Officer under th^ 
arrangement described below. 

In a large number of cases transfers for a nominal con- 
sideration are presented to an official Deed Marking 
Officer before being produced to the Registering Ofidcer 
for legistration. In such cases, if a written explanation 
of the facts is produced to the Marking Officer and 
accepted as justifying him in passing the transfer for 
stamping with los., he will mark the explanation with 
the words “Transfer passed for ios.,“ his signature and 
his office stsi^p, and return it to the person presenting 
the transfer in order that it may be available for pro- 
duction to the Registering Officer. The explanation will 
be required to contain sufficient particulars to identify 
it with the transfer to which it relates. An official form 
(No. 19) is provided for use in such cases when desired. 

Where a transfer for nominal consideration stamped with 
I os. is produced to a Registering Officer accompanied by 
a written explanation thus certified by a Marking Officer, 
the Board will not hold the Registering Officer liable to 
any penalty under Section 17 of the Stamp Act, 1891, if 
he accepts the transfer for registration wdthout question- 
ing the sufficiency of the stamp. The explanation should 
be retained by the Registering Officer. 

The explanation and the Marking Officer’s certificate 
may sometimes be indorsed on the transfer itself, or 
(exceptionally) the certificate may be given on the trans- 
fer without a written explanation, the Marking Officer 
having been satisfied by other evidence produced to him. 
In either of these cases the Board will not hold the Regis- 
tering Officer responsible if he registers the transfer 
stamped with los. 

It should be understood that this certification by a 
Marking Officer is not equivalent to adjudication, and 
that it is possible that cases may arise in which the 
Registering Officer, in consequence of special informa- 
tion in his possession, or for some other good reason, 
may feel it incumbent upon him to require that the 
transfer be formally presented for adjudication in accord- 
ance with the provisions of Section 12 of the Stamp 
Act, 1891. 
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